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PROCEEDI NGS
HEARI NG OFFI CER ESTES: Good norni ng, everyone.
My nane is Richard Estes. |'mthe Hearing
Officer today. W're going to be conducting this hearing
today, on August 4th, 2004, at the Holiday Inn Capito
Pl aza, 300 J Street, Sacranmento, hear in the California
Room

And the hearing will begin now at approximately 9

This hearing is being called pursuant to Article
7 & 8 Chapter 2 Part 3 Division 21 of the Food and
Agricultural Code as inplenmented by Title 3, Section
2080.2 of the California Code of regul ations.

The reason we're having this hearing today is
because we received a petition from Clover Stornetta Farns
on June 1st, 2004. And the petition regards proposed
anmendnments to the transportation all owance systemin the
pool i ng pl an.

Today's call of the hearing is for the purpose of
considering the petitioner's proposal to amend the ful
plan in effect on August 4th, 2004, to anend
transportation allowances fromm |k noving into Marin and
Sononma counti es.

In addition, the hearing will consider proposals

to amend the pooling plans and the stabilization plans in
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ef fect on August 4th, 2004, to provide incentives to nove
mlk to higher usages. These include provisions for
transportation all owances, transportation credits, and the
m | k novenent requirenents.

The hearing will also consider the factual basis
evi dence and | egal authority upon which to nake any and
all proposed anendnents to the plan

As nost of you I think are already aware if you
attended the pre-heari ng workshop, we have received five
alternative petitions. And they are fromCalifornia
Dairies, Incorporated; the Dairy Farners of America,
Incorporated; the Dairy Institute; Security MIKk Producers
Association -- and Security M|k Producers Association.
And we will take testinmony fromthemin support of their
petition after we received the presentation from Cl over
Stornetta.

Just so that everyone knows the procedure that
will be followed today: M nane is Richard Estes, as |
said. |I'mthe hearing officer. | do not take any
substantive role in the hearing today. M purpose here is
solely to adm nister this hearing today and nake sure that
everyone has an opportunity to present everything they
need to put into the record in support of their position
and to present their perspective to the Departnment about

the petition and the alternative petitions today.
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The panel today that is off to ny left consists
of Dr. Eric Erba, who's the Senior Agricultural Econoni st
of the Dairy Marketing Branch, who | also mght note has
just been recently appointed to be a special assistant to
Ani mal Health, | believe. So we're very pleased and
congratulate himon that. Certainly hope to do well

Davi d | kari, Branch Chief of the Dairy Marketing
Branch; Don Shi ppel houte, Research Manager | of the Dairy
Mar keti ng Branch; and John Lee, Branch Chief of the MIk
Pool i ng Branch

In terns of if you want to testify today and you
are not one of the petitioners, please sign the w tness
sign-in list in the back of the room W wll take
witnesses in the order in which they have signed the
sign-in list. And people in the back of the roomto
assist you | believe are Kristina Kreutzer and Venetta
Reed. So pl ease seek their assistance if you want to
testify today.

Also | believe they have a copy -- they have
copi es of the hearing notice avail able for your perusal
I don't know if they have copies of the petitions
t hensel ves, but | believe they do.

I'm seeing that they do not. But they do have
t he hearing notice.

In terns of the conduct of the hearing, please
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speak directly to the call of the hearing to the greatest
extent possible.

This is a fairly substantive hearing in nature
And pl ease treat the panelists and other witnesses in the
public with respect. You know, character attacks,
i nnuendo, other types of rhetorical strategies that m ght
work in other context aren't especially useful here and
really don't get nuch consideration by the panel in ny
view. So please keep that in mnd as we proceed with the
heari ng today.

The hearing reporter today is James Peters of
Peters Shorthand. We will have a transcript maintained
with the Departnent, if you want to cone and review a
transcript of today's hearing. But it is maintained at
the Department. You will have to come to the Dairy
Mar keting Branch to review that transcript. |If you want
you're own transcript for your own purposes in
representing yourself or others, you will have to obtain
that from Peters Shorthand Corporation. And they are
| ocated at 3336 Bradshaw Road, Suite 240, sacranento,
California 95827. Their phone nunber is 916-362-2345.

At this time, we will introduce the exhibits into
the record pertinent to the call of today's hearing. And
they will be introduced by Candace Gates.

And who's with you, Candace?
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RESEARCH MANAGER | GATES: Kristina Kreutzer
But she's going to actually enter today.

HEARI NG OFFI CER ESTES: | see. Al right.

So Kristina Kreutzer of the Department will be
i ntroduci ng the exhibits today.

Ms. Kreutzer, do you swear or affirmto tell the
truth and nothing but the truth today?

M LK POOLI NG BRANCH AUDI TOR KREUTZER: | do.

HEARI NG OFFI CER ESTES: And what is your position
with the Departnment?

M LK POOLI NG BRANCH AUDI TOR KREUTZER: |'m an
auditor with the M1k Pooling Branch

HEARI NG OFFI CER ESTES: All right. And you're
here today to introduce the exhibits in the record for
call of the hearing?

M LK POOLI NG BRANCH AUDI TOR KREUTZER: Yes, | am

HEARI NG OFFI CER ESTES: And coul d you pl ease

proceed to describe them for admission into the record.

M LK POOLI NG BRANCH AUDI TOR KREUTZER: Okay. My
purpose here this norning is to introduce the Departnent's
conposite hearing exhibits nunbered 1 through 43.

Rel ative to these exhibits previous issues of Exhibits 9
through 43 are al so hereby entered by reference.

The exhibits being entered today have been
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available for review at the offices of the Dairy Marketing
Branch since the close of business on July 28th, 2004.

An abridged copy of the exhibits is available for
i nspection at the back of the room A copy of the exhibit
list is also available at the back of the room

| ask at this time that the conposite exhibits be
received.

HEARI NG OFFI CER ESTES: All right. Please bring
t hem f or war d.

We will introduce Exhibits No. 1 through 43 into
the record at this tine.

I am not going to read the Iist of these
exhibits, as they are -- an abridged list is available for
your review in the back of the room And they will be
mai nt ai ned as part of the permanent hearing record. So
I["mnot going to read them and take the public's tinme in
goi ng through that I|ist.

But just to note that if you are curious as to
their content, you can review a list of themin the back
of the room | think there's also an abridged collection
of themthere. So if you have an interest in that, please
go to the back of the roomso that we can avoi d spending
the next 25 minutes reading the list, for those of you who
are probably pretty nuch aware of the their content.

So we'll introduce theminto the record at this

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345
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time Exhibits No. 1 through 43.

(Thereupon the above-referred to docunments

were marked, by the hearing officer

as Exhibits 1-43.)

M LK POOLI NG BRANCH AUDI TOR KREUTZER: M.
Hearing Officer, the exhibit next in order is a letter
dat ed August 4th, 2004, from Driftwood Dairy, Janes E.
Dol an.

M. Hearing Oficer?

HEARI NG OFFI CER ESTES: All right. That will be
Exhi bit No. 44.

(Thereupon the above-referred to docunent

was marked, by the hearing officer, as

Exhi bit 44.)

M LK POOLI NG BRANCH AUDI TOR KREUTZER: Okay. M.
Hearing O ficer, the exhibit next in order is a letter
dat ed August 4th, 2004, from Hunmbol dt Creanery, Richard
Ghi | arducci, President and CEO

HEARI NG OFFI CER ESTES: This will be Exhibit No.

45.

(Ther eupon the above-referred to document

was marked, by the hearing officer, as

Exhi bit 45.)

M LK POOLI NG BRANCH AUDI TOR KREUTZER: M.
Hearing Officer, | ask for a period of time in which to
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file a post-hearing brief.

HEARI NG OFFI CER ESTES: Who's doing that? 1Is the
Department doing that or is it the -- M. Gllarducci's
doi ng that?

M LK POOLI NG BRANCH AUDI TOR KREUTZER: The
Depart ment.

HEARI NG OFFI CER ESTES: Ckay. The Department is
doing that. All right.

The request for a post-hearing brief is granted.
The Departnent shall have through --

MR, TILLISON: M. Hearing Oficer, there are a
nunber of people --

HEARI NG OFFI CER ESTES: State your nane.

MR, TILLISON:. MW nanme is JimTillison, Alliance
of Western M1k Producers.

There are a nunber of people who are not here due
to vacations and so forth. And, therefore, | would
request that you grant a period of filing briefs of ten
wor ki ng days. That would give us until Wdnesday -- what
is it, August -- two weeks fromtoday basically. So it
woul d be August 18t h.

HEARI NG OFFI CER ESTES: Okay. Well, first of all
et me address two things in regard to your request, M.
Tillison.

First of all, the ability to file a post-hearing

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345
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brief is dependent upon appearing at the hearing today and
provi ding testinony and then seeking clarification or
el aboration on your remarks or the remarks of others.

So the only people that will be -- that have the
legal ability to file a post-hearing brief is the
Department, because the Departnent is here obviously, and
yourself and others. And they are filed, like | said, for
t he purpose of clarifying issues that are raised during
the course of the hearing today and not for the purpose of
presenting arguments.

So in that respect, individuals that testify
today may request the opportunity to submt post-hearing
briefs, or individuals who al so present public comrent;

di sti ngui shing between, you know, people who testify in
support of their petitions and people who testify or

present as wi tnesses.

So in any event, | want to make that clear that
the only people that will be filing post-hearing briefs
wi |l be people who are here today and providing sone type

of public comrent.

In terns of the tine period. M inclination is
to have it -- have the post-hearing brief period go
t hrough Friday, the 13th of August, unless that presents
sonme special hardship for anyone here today.

MR. TILLISON: M. Hearing Oficer, as | said, it

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345
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10
does present a hardship. | am presenting testinony on
behal f of CDI. They are going to have to take it -- to
provi de any specific questions that are asked. And the
mai n parties that would be involved in that won't be
avail able until after the 13th.

HEARI NG OFFI CER ESTES: Okay. Well, | appreciate
you clarifying that for the record.

Ckay. Then we will -- post-hearing briefs: The
Department is authorized to file a post-hearing brief.
The Departnent shall have the opportunity to file that
brief through Wednesday, August 18th, 2004, at 4:30 p.m
Qbvi ously the Departnent doesn't have to FAX or deliver
its brief toitself. [If any other individual w shes to
file a post-hearing brief, I will address that request at
that time and give appropriate information as to the
delivery and the presentation of that brief to the
Departnment in a tinely manner.

M LK POOLI NG BRANCH AUDI TOR KREUTZER: M.
Hearing officer, this concludes ny testinony.

HEARI NG OFFI CER ESTES: All right. Wuld you
pl ease bring those exhibits forward.

The |l etter dated August 4th, 2004, from Driftwood
Dairy as described by Ms. Kreutzer will be introduced into
the record as Exhibit No. 44.

And the letter from Hunbol dt Creanery by M.
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Ghi | arducci, dated August 4th, 2004, shall also be entered
into the record as Exhibit No. 45.

At this time we will proceed to take testinony in
support of the petition by Clover Stornetta Farms. So if
representative from Clover Stornetta would pl ease cone
f orward.

Clover Stornetta shall have up to one hour to
present testinony in support of this petition today. So
we will conmence with that testinony at this tine.

Sir, | assunme you're from-- if you would pl ease
pass out copies of your testinmony to myself and the panel.
And then we'll swear you into the -- swear you in, and
then you can proceed with your testinony.

Pl ease sit at the witness table.

And let ne swear you in. And if we have probl ens
with you being heard, the hearing reporter will let you
know.

M. Gary Imm is that correct?

MR IMM Correct.

HEARI NG OFFI CER ESTES: Do you swear or affirmto
tell truth and nothing but the truth today?

MR IMM | do.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your name and spell your |ast name for the record.

MR IMM MW nane is Gary Imml-mm

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345
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HEARI NG OFFI CER ESTES: And on whose behal f are
you testifying today?

MR IMM On behalf of Clover Stornetta Farns,

I nc.

HEARI NG OFFI CER ESTES: And on what basis have
you been authorized by Clover Stornetta, Incorporated, to
appear on their behal f?

MR IMM [I'mthe CEO of Clover Stornetta Farms.

HEARI NG OFFI CER ESTES: | see here that you have
presented a witten text of your anticipated testinony
t oday?

MR IMM  Yes.

HEARI NG OFFI CER ESTES: And is it correct that --
woul d you like to have that introduced in the record?

MR ITMM | woul d.

HEARI NG OFFI CER ESTES: All right. W will
introduce the witten text of your testinony as presented
into the record today as Exhibit No. 46.

(Thereupon the above-referred to docunent

was marked, by the hearing officer, as

Exhi bit 46.)

HEARI NG OFFI CER ESTES: And so pl ease proceed.

MR, MM  Thank you.

M. Hearing officer and menbers of the hearing

panel. My nane is Gary Imm [|'mthe Chief Executive

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345
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O ficer of Clover Stornetta farns, Inc.

Clover Stornetta is a fluid m |k processor and
di stributor with one processing plant |ocated in Petal ung,
California. We distribute product primarily in the
western portion of northern California, basically Mnterey
north. We currently have 17 producers under contract who
ship to our Petal uma plant.

Clover Stornetta Farns, Inc., has requested a
change in the M1k Pooling Plan, Section 921.2 sub (a)
wher eby Sonoma and Marin counties would be added to the
Bay Area receiving area. This testinmony provides a broad
overview, specific information, and then a nodified
proposal based upon information gathered to date,

i ncludi ng that presented at the Departnent's workshop on
July 20, 2004.

Qur request seeks to redress the current inequity
created by our exclusion fromtransportati on all owances.
As such, we will focus on the relative differences between
our local haul and a haul to the Bay Area receiving area.

Overview. The Bay Area continues to grow and
expand to the north. One result of this expansion is that
Marin and Sononmm counties have becone a part of the Bay
Area for both the marketing and procurenent of Class 1
mlk.

There is far nmore producer mlk delivered to
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Class 1 and Class 2 plants outside of Sonoma and Marin
counties than there is delivered to Class 1 and Class 2
plants wi thin Sonoma and Marin counties. This has created
a deficit situation for Sononma and Marin counties' Class 1
pool

Clover Stornetta Farns, Inc., contracted with our
own producers beginning in October of 1999. A review of
our negotiations and contracts with these producers shows
that one of the largest issues was transportation costs.
Qur producers took pride in serving the fluid market, but
made it very clear to us that pride would not pay their
feed bills. W were required then, and continue today, to
equal i ze our producers' hauling costs with those of other
Sonoma and Marin producers who were and are shipping into
the Bay Area. At that tinme, in 1999, this extra cost was
determ ned to be 12 cents per hundredwei ght.

Haul i ng rates thensel ves seemto defy sone basic
| aws of econom c conmon sense. Qur experience is that
| arger processors are extended hauling rates based on
total volume and sone vague credit for receiving plant
capacities. W have evidence that haulers think in terns
of dollars per hour for shorter hauls and dollars per mle
for longer runs. This econom c thought process tends to
increase the relative cost of shorter hauls and decrease

the rel ative cost of |onger hauls.
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The substantial volunmes of milk fromthe North
Val l ey also lend thensel ves to reduced hauling to the
current Bay Area receiving area. W understand that at
| east one haul er believes that after delivering a | oad
fromthe North Valley to the Bay Area, a | oad from Sonoma
or Marin County by the same truck can be considered a
"backhaul " and costed as such

Finally, with respect to hauling differences,
there is a constantly changi ng dynam c between the fixed
and variable portion of the haul. For exanple, in tines
of rapidly increasing fuel costs, one would expect to see
the variable portion of hauling increase in relationship
to the fixed. This would tend to increase the spread
bet ween short and |l ong hauls, but only for such tine as
fuel costs were spiking.

Specifics. The Departnent publishes a survey of
hauling rates entitled "Hauling Rates, Ranch to Plant".
An average of these hauling rates fromJuly 2000 through
August 2003 shows a | ocal North Bay haul of 42.2 cents per
hundr edwei ght and a Bay Area haul of 40.1 cents per
hundredwei ght. [If these rates are correct, then Cl over
Stornetta Farnms is disadvantaged by .422 |ess .401, plus
the 24 cent transportation allowance, for a total of 26.1
cents per hundredwei ght.

The nunbers for April 2004, which we were told
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were actually May costs but April fluid pounds, show a
reversal fromthe average and a very dramatic reversa
fromthe previous study of August 2003. The April 2004
rates show the |ocal haul decreasing by 7 mlls per
hundr edwei ght, to .443 per hundredwei ght, and the Bay Area
haul increasing by 9.7 cents per hundredweight to 49.3
cents. |If these rates are correct, then Clover Stornetta
i s di sadvantaged by .443 | ess .493 plus the 24 cent
transportation allowance, for a total of 19 cents per
hundr edwei ght .

We subnmitted our hauling costs to the Departnent
for April 2004. These costs for April, adjusted for the
May surcharge, show that Clover Stornetta Farns' My cost
was .4205 per hundredwei ght for our 17 contracted
producers.

VWil e the .4205 per hundredweight is an accurate
total cost, we believe that in fairness to all producers a
part of this should be excluded. Clover Stornetta Farns
has organi c producers in our producer group. The haul for
organi c, because of its specialized timng and | oad si zes,
is more costly than conventional. Since we have made this
busi ness deci sion, we do not believe the pool should be
asked to subsidize it in any way. CQur hauling for My
2004 for our producers, excluding organic producers, was

38.9 cents per hundredwei ght.
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Concl usi on and proposal. W do not know why the
ranch-to-plant hauling rates show such a dramatic recent
change. We do believe that the relative difference
between the | ocal and Bay Area hauls is nore accurately
represented by the April 2004 nunbers. All of the
anecdot al evidence that we have about other Class 1 and
Cl ass 2 processors competing for producers in Marin and
Sonoma counties shows a Bay Area haul that is sonmewhere
between 5 to 8 cents per hundredwei ght higher than our
| ocal rate.

If we use the Department's average rate for the
past three years, then our request to sinply to be added
to the Bay Area is reasonable. |If we use the hauling
rates that we believe to be correct, our proposal nust be
nodi fied to ask for something |ess.

We still believe that we belong in the Bay Area
receiving area. W are a part of the Bay Area by any
nmeasure of our business.

We propose that a new bracket of zero to 40 mles
be added to the Bay Area receiving area. This bracket
woul d be indexed to 8 cents per hundredwei ght |ess than
what ever the rate is in the new 41 to 99 nile bracket.
Currently that rate would be 24 cents -- it would be the
24 cents that is nowin the zero to 99 bracket, which

woul d make the zero to 40 mle bracket 16 cents per
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hundr edwei ght .

Thi s proposal should have the effect of
equal i zing costs, encouraging mlk to nmove to the closer
Class 1 plant, mnimzing the cost to producers, and
creating continuity in the greater Bay Area.

Thank you for giving us this opportunity to
testify. | do request the opportunity to subnmt a
post - hearing brief, and would be happy to try to answer
any questions that you m ght have.

Respectful ly submitted, Gary I mm

HEARI NG OFFI CER ESTES: M. Imm your request to
file a post-hearing brief is granted. As | said before,
the post-hearing brief should be filed with the
Department, or submitted -- delivered to the Departnent in
some form or another by August 18th, 2004, on Wdnesday,
at 4:30 p.m

I'"mgoing to ask for the panel's assistance.

What is the address, given our building
situation?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Stil
1220.

HEARI NG OFFI CER ESTES: Twelve twenty.

So please have it delivered to 1220 N street.

What's the suite nunmber for that? Do we have a

sui te nunber?
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DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: No

HEARI NG OFFI CER ESTES: So we just have it
directed to the Dairy Marketing Branch?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ri ght.

HEARI NG OFFI CER ESTES: At 1220 N street,
Sacranmento, California.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

The M1k Pooling Branch

HEARI NG OFFI CER ESTES: So pl ease direct your
post-hearing brief to the Dairy Marketing Branch or the
M | k Pooling Branch as we just discussed, 1220 N Street,
Sacranmento, California 95814.

Also | think there is a -- you can fax your brief
to 916-341-6697, which is the fax nunmber | have here for
the Dairy Marketing Branch

MR, MM  Thank you.

HEARI NG OFFI CER ESTES: So do we have any panel
questions for M. I mP

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
a coupl e questions.

M. Imm do you have any processing facilities in
Marin County?

MR IMM We do not.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Wy

have you included Marin County in your proposal then?
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MR IMM If we're going to make a definition of
the greater Bay Area, it did not nake sense to skip Marin
County. And | know that there is a processor in Marin
County. It just didn't nmake sense to do that. But we
have no interest in Marin County.

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Have
you consi dered, instead of adding Sonoma and Marin
counties to the current Bay Area receiving area, instead
setting up your own separate receiving area, separate from
the Bay Area? | know you've made sonme argunents for why
you shoul d be included in the Bay Area. But logistically
it mght be easier to just set up a separate receiving
area entirely and deal with the Bay Area and whatever you
call the North Coast Bay Area separate pieces. Have you
consi dered that?

MR MM W' ve considered it. W wouldn't have
any objection to doing that. It nmade sense for us to be
in the Bay Area. It is the greater Bay Area. But if that
is -- if that conplicates the issue rather than
sinmplifying the issue -- and what we're |l ooking for is
equity. And wherever that's best acconplished within the
M Ik Pooling Branch, that's fine with us.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
no further questions.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: M.
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Imm vyou're | ooking for equity between yoursel ves and
other Class 1 bottling plants in the area -- or in Bay
Area. Thinking of the transportation allowance as it was
originally established, it was to encourage mlk to nove
fromdi stant supply counties into deficit counties.

Do you believe there's nore mlk produced in your
county -- in Marin and Sonoma counties than there is
utilization, or do you think it's the opposite?

MR IMM | think within the greater Bay Area
it's the opposite. Sonoma and Marin County cannot supply
the greater Bay Area fluid market.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And
with the closing of the Petaluma -- the Dairy Farners of
Anerica cheese plant in Petaluma, does that change sone of
the marketing conditions for you and sonme of the contract
negoti ati ons for you?

MR IMM That will not change anyt hi ng
specifically for us because we have our own producers.

But that's -- an interesting variable that's been thrown
in since we gave our petition. And it has caused mlk --
additional m |k novenent out of our county into other
fluid plants. | don't know -- we've been watching this
since 1999, so we are taking rather the historical basis
here, which is consistent with everything we've said and

us being di sadvantaged. And | don't know how to address
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that plant closing. | do know that -- | understand that
t he person who -- we've been told has that plant in escrow
has every plan to reopen that as a cheese plant.

So that's an issue that has yet to be fully
resolved as to how that will inpact the m Ik supply |ong
termin the North Bay.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
further questions.

DAl RY MARKETI NG BRANCH CHI EF I KARI: | just have
a coupl e.

M. Imm the Dairy Institute's proposal would
i mpl enent a 15 cent allowance for zero to 99. And yours
is 16. G ve you an opportunity to address why the 16
versus the 15. Is there any data or evidence you can
share with us on why one is better than the other?

MR. MM There really is not. As | |ook through

the Departnment's historical data and | | ooked through our
data, and | -- and | can only tell you that nobst of the
i nformati on we have about conpeting rates is we are -- we

don't have ability to get those docunents. We are -- |
can only tell you what we are told out there.

So | think -- we're within pennies. |[|f anybody's
testinmony is within pennies, based on the information that
any individual has, we are all substantively correct in

our assunptions.
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DAl RY MARKETI NG BRANCH CHI EF | KARI:  Wbul d you
care to coment or provide testinobny with respect to the
proposal of CDI with respect to the Bay Area receiving
and, in particular, in Sonoma and Marin counties.

MR IMM The only observation |I would nmeke there
is that they're testifying to a higher rate that has
happened because of that plant closure which is -- which I
think is very consistent with what | was tal king about as
far as when we do go out and try to get hauling rates, the
other factors that transportation conpanies throw into the
m x, the synergies that they can enjoy or not enjoy, the
long-termrel ationships and the viability of a long-term
contract for that mlk. | don't know how the higher rate
on sone |oads com ng out -- | don't even know how t he
Department blends that rate with the existing rates. | do
know -- or think that I know that for at |east one of the
maj or Class 1 procurers of mlk is -- County there's at
| east two years left on a hauling contract. So | do not
expect to see those higher rates inplenmented soon with
other Class 1 purchasers in our area.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Thank you.

M LK POOLI NG BRANCH CHI EF LEE: Gary, would you
explain -- in your testinony you nmentioned about the
organic -- hauling for organic -- because of the

specialized timng, |load sizes. And why is it nore costly
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t han conventi onal ?

MR. MM Basically the main reason is that we
often can't get full tankers. You may -- because of the
very nature of it, you may nmake a run out and cone back
with 2,000 gallons. The fixed costs -- the variable costs
are the sanme; you just divide them by smaller |oads
typically.

M LK POOLI NG BRANCH CHI EF LEE: Al so, too,
concerns about hauling costs as such. Are you seeing from
the producers they're not willing to sell you mlk? |Is
there any indication of that because of their ability not
to get an additional transgression allowance currently?

MR IMM |I'mnot sure how to answer that. W
have 17 dedi cated producers. But | can only give you this
answer, which probably doesn't give you exactly the answer
that you're looking for: But in our industry it's very
i nportant for us to have a relationship with those
producers. So there m ght be producers out there who
would be willing to sell us mlk for |ess than the ones
t hat we have now. And we wouldn't know that because we
woul dn't solicit that, because we have a relationship and
we have an agreement and we have a contract with 17
producers.

M LK POOLI NG BRANCH CHI EF LEE: But at this point

there hasn't been any discussion that they will change
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their nethod of how nmuch mlk they'll be willing to sel
to you because of the current situation of the
transportation?

MR IMM None at all, no.

M LK POOLI NG BRANCH CHI EF LEE: Thank you.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
one followup question for you, Gary.

You made sone adjustnents to your origina
proposal when you through in that shorter nmile bracket,
the zero to 40 mile bracket. How did you arrive at zero
to 40 mle bracket? Previously there was a zero to 99
bracket. How did you draw the line at 40 niles? O why
did you draw the line at 40 nles?

MR IMM That's a great question. And it was

relatively arbitrary. | thought that | had seen sone zero
to 40 mle brackets in other schedules. | did want to --
I was trying to separate -- include us in the Bay Area but

separate us fromaffecting the current Bay Area rate. And
| believe that going no nore than 40 nmiles, that would
never inpact any milk that is now currently going from
Sonoma and Marin counties into the Bay Area.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Is
there any m |k coming into your plant going nore than 40
mles?

MR IMM There's one load conmng in more than 40
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mles.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
And just to be clear -- | think | understand, but | want
to be clear on this. You've taken in with the zero to 40
mle bracket, and then you start the brackets already
there, now the zero to 99, you'd start that at 40.1 mles
and go to 997

MR IMM That's ny proposal, yes.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Okay.
Thank you.

HEARI NG OFFI CER ESTES: COkay. Do we have any
addi ti onal questions for M. |Im?

Al right. Seeing none --

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  Yes.

M. Imm |ooking at some of the mileage brackets
on other schedules, | see zero to 44 for the Sol ano
receiving area. Your county is neighboring to Solano. |Is
there any reason you distingui shed yourself with Bay Area
rat her than Solano? O associated yourself, | should say.

MR, IMM That has to do, in my m nd, because
there are Class 1 processors comng up and contracting
directly with producers in our marketing area, along with
some co-op mlk that's going out there.

So in Sonoma and Marin -- even though there is

some m |k going into Solano from our area, the vast
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majority of it does go to the Bay Area. And that is
also -- or one of themis |eaving Sonoma and Marin County
and going into the Bay Area with larger quantities than we
contract for. And, quite frankly, our conpetition from
those pool plants is com ng back out of the Bay Area into
our area.

So we just consider ourselves a part of that
greater Bay Area.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  So
nost of the marketing conditions then -- package product
mar keting as well as conpetition for the raw product?

MR. MM Conpetition for the producers is nuch
nore intense fromthe fluid processors in the Bay Area,
yes.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Okay. And you were -- you're indicating that you
want ed to address some equity issues. Could those equity
i ssues be addressed by disallowing mlk conmng out of the
Sonorma and Marin County noving into the Bay Area? That's
for receiving transportation allowance going into some of
those Bay Area plants that currently get the

transportation all owance.

MR IMM | guess a quick answer to that would
be, | suppose it could be if the resulting mlk that was
all coming into -- if the resulting vacuumthat was filled
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by that not happening of mlk comng into other fluid
processors in the Bay Area arrived at a rate after
transportation all owance that was not |ess than our rate
wi thout the transportation allowance, if that nakes sense.
So you change one dynami c for another. |f that created
equity, that is all that we're looking for, we'd have to
expand then the idea of equity to all of northern
California and other transportation allowances. W' d have
to address those at the same tine. But if we could get
equity by reducing | evels other places across the board,
we have no problemwith that. W're just |ooking for
equity.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Thank you.

MR. MM  Thank you.

HEARI NG OFFI CER ESTES: All right. Do we have
any nore questions?

Al right. Thank you for your testinony today.

MR, MM  Thank you.

HEARI NG OFFI CER ESTES: We're going to take the

alternative petitions in order here nmonentarily. | just
want to note Dr. Erba, who apparently can also fill in
with the Legal Ofice on an energency basis, | guess, has

drawn to ny attention to Food and Agriculture Code Section

61903, which states that the period of tine for
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post-hearing briefs is not to exceed ten cal endar days.
So | read that to be, we cannot permt the filing of a
post - hearing brief after Tuesday, August 17th.

The statute says not to exceed ten cal endar days
following the close of date of public hearing. So the
first day would be tonmorrow, given that today is the
cl osing of the hearing.

So the Departnent's post-hearing brief should be
concluded -- or prepared by August 18th -- August 17th,
Tuesday, 4:30 p.m; and also, M. Imm your brief as wel
shoul d be presented on Tuesday by 4:30 and not Wednesday
by 4:30.

And we'll state the sane thing for the record
whenever additional requests for post-hearing briefs.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: And
what's the date?

HEARI NG OFFI CER ESTES: Tuesday, the 17th.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

That's puts us --

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: No,
no, that's not right.

HEARI NG OFFI CER ESTES: That's not even right, is

Okay. Well, today is the 4th. So basically it

will have to be -- Saturday is the 14th. So | believe
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that permits us to go through Monday, being that's a
holiday. That's what was consi dered a non-busi ness day at
| east for court purposes. So I'mgoing to interpret the
statute as giving us ten days through August 14th. For
filing court records, for exanple, you get to the next day
open for business, which is the -- which in this instance
woul d be the 16th.

So let nme repeat that again and try to elimnate
all the confusion that's just been created.

(Laughter.)

HEARI NG OFFI CER ESTES: All post-hearing briefs
shoul d be submitted to the Department by the cl ose of
busi ness on Monday, August 16th at 4:30 p.m You can nai
or hand deliver your brief to the Departnment by the 16th
at 1220 N Street, Sacranento, California 95814. And make
that to the attention of either the M|k Pooling Branch or
Dairy Marketing Branch. You can also fax that brief to
the Departnent, 916-341-6697, again by 4:30 p.m, Monday,
August 16t h.

So hopefully, M. Tillison, you can work with
that with your -- unfortunately we're restricted by
statute. So we'll have to proceed on that basis.

We will now proceed to take testinony in support
of the petitions -- the alternative petitions. And we

will take -- before anyone cones forward, |let ne just say
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that we will take testinony in the follow ng order in
support of these petitions:

First we will take -- first will be California
Dairies, Incorporated; second shall be Dairy Farnmers of
Anerica, Incorporated; thirdly shall be Dairy Institute;
fourth will be Land O Lakes; and fifth will be the
Security MIK Producers Association. Each shall be given
30 minutes to testify in support of their alternative
petitions.

So unless there's any objection to that order of
presentation, we will now proceed to take testinmony from
California Dairies, Incorporated.

M. Tillison, do you swear or affirmto tell the
truth and nothing but the truth?

MR, TILLISON: | do.

HEARI NG OFFI CER ESTES: And woul d you pl ease
state your name and spell your last nanme for the hearing
reporter.

MR, TILLISON:. M nane is Janes Tillison T, as in
Tom i-l-I-i-s-0-n. |I'mthe Executive Vice President and
CEO of the Alliance of Western M|k Producers.

HEARI NG OFFI CER ESTES: On whose behalf -- | see
that you're presenting the alternative positions for
California Dairies, Incorporated. Could you please

descri be on what basis you're appearing on their behalf
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t oday?

MR. TILLISON: Yes. They are a nenber of the
Al liance, and | was asked to appear on their behalf.
Their position and their testinony was approved by their
board of directors, as was my representing their
organi zation. | amnot here testifying on behalf of the
Al'liance. | am hear testifying on behalf of California
Dairies, |ncorporated.

HEARI NG OFFI CER ESTES: | see that you've given
out a witten statement that | assume will conformto your
testinony today.

MR TILLI SON: Yes.

HEARI NG OFFI CER ESTES: And would you like to
have that introduced into the record?

MR TILLISON: Yes.

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 47.

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 47.)

HEARI NG OFFI CER ESTES: So pl ease proceed with
your testinony today.

MR. TILLISON: Thank you.

Unfortunately | can't neke di sparagi ng renarks.

But the 17th will work for us because sone of us do work
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on the 16th.

M. Hearing Oficer and nenbers of the panel. M
nane is JimTillison, Executive Vice President and CEO of
the Alliance of Western M|k Producers. This testinony
today will be on behalf of the California dairies
i ncorporated, CDI, a m |k marketing cooperative
representing approximately 700 producers marketing over 40
percent of the mlk produced in California.

The recomended changes CDI proposes was approved
by their board of directors on June 22nd and again on July
27t h of 2004.

The call of this hearing to consider mlk
novenment incentives within the Pooling Plan for narket
mlk and the Stabilization and Marketing Plans for market
mlk is timely because of increased hauling costs and
changes in the nmovement of mlk to Class 1 markets.

CDI contractually supplies one fluid processor in
the Bay Area, Alaneda County, and is the nmmjor provider of
fluid mlk to fluid processors in the southern California
area. This testimony will specifically address the mlk
nmovenment costs to those markets and will be consistent in
one underlining objective: That producers should be
responsi ble for local hauls. M|k novenent incentives
shoul d be structured to conpensate producers for

addi ti onal costs over |ocal hauling costs in providing
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fluid mlk to fluid custonmers through transportation
al l omances. That's ranch-to-plant novenent. |Incentives
shoul d be fromthe cl osest avail abl e production area,
t hereby di scouraging mlk novenment from distant |ocations.
Transportation credits, plant-to-plant, should al so be
established to encourage novenent of mlk fromloca
pl ants and incorporate disincentives from di stant
| ocations to minimze the cost to the producer pool in
Cal i fornia.

Therefore, CDI recommends the follow ng changes
only to the Pooling Plan for market mlKk:

Section 921. 2:

For plants located in the Bay Area receiving
area, which shall consist of the counties of Al ameda and
Contra Costa

For m 1k shipnments from Marin and Sonoma, from
zero through 99 mles, 34.75 cents her hundredwei ght; for
m |k shipnents fromall other areas, fromzero through 99
mles, 25 cents per hundredwei ght, over 99 miles, 29 cents
per hundredwei ght.

Pl ants in southern California receiving area,
whi ch shall consist of the counties of Los Angeles,
Orange, Riverside, and Ventura:

For m |k shipnents from Santa Barbara, San Diego,

I mperial, Kern, Kings, and Tul are counties, from zero
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through 89 miles, 10 cents per hundredwei ght; over 89
mles through 139 miles, 47.75 cents per hundredwei ght;
and over 139 miles, 61.75 cents per hundredwei ght.

For m |k shipnments fromall other areas, from
zero through 89 mles, 10 cents per hundredwei ght; over 89
mles, 20 cents per hundredwei ght.

For plants | ocated in the San Di ego receiving
area, which shall consist of San Di ego County:

For m |k shipnents fromzero through 89 mles, 10
cents her hundredwei ght.

Justification and supporting docunentation for
t he above-suggested changes are as fol |l ows:

1) CDI has reduced the Bay Area receiving areas
to only Alaneda and Contra Costa counties because to their
knowl edge the other Bay Area counties do not need mlk
movement incentives. CDI's mlk shipments from Marin and
Sonoma counties to Al aneda County have a 60 cent per
hundr edwei ght hauling cost (Five J's Trucking, which is
attached and | abel ed Exhibit A). CDI experiences a |loca
producer hauling rate of 25.2 cents per hundredwei ght for
the majority of their menbers in the central and northern
California. And, therefore, this request for mlk
shi pnments from Marin and Sonoma counties is the difference
of 34.75 cents per hundredwei ght. Shipments from ot her

areas is an increase of 1 cent per hundredwei ght over
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current all owances to cover diesel fuel increases.

Since this recommendati on excludes a | ocal hau
cost, CDI woul d oppose Clover Stornetta's request for
Marin and Sononmm counties to be added in receiving
al | owances. Most of their nmenmbers are within 30 nmiles of
the Clover Stornetta plant, and the |local haul rate of
25.25 cents per hundredwei ght incorporated into CDI's
proposal should be nore than adequate to cover hauling
costs of that short distance. Clover Stornetta does not
seemto have difficulty in obtaining mlk at conpetitive
prices or retaining their independent producers because of
hi gher haul i ng costs.

2) Unlike the Bay Area, CDI is very
acknow edgeabl e and highly involved in mlk novenent
patterns in southern California. The requested increases
in the two highest mnileage zones in the Los Angeles,
Orange, Riverside, and Ventura counties are actual hauling
costs fromindependent third party haul er (Kings County
Truck Lines, Exhibit B) less the |ocal haul rate.

For exanpl e, Bakersfield area, which is Kern
County, 73 cents per hundredwei ght. Local haul rate,
25.25 cents per hundredwei ght. Requested for 90 to 139
mles, 47.75 per hundredwei ght.

McFarl and area rate, which is also in Kern

County, 87 cents per hundredweight. Local rate, 25.25
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cents per hundredwei ght. Request over 139 niles, 61.75
percent per hundredwei ght.

Also listed on Exhibit Bis the rate from Kern
County -- fromnorth of Kern County which CDI is not
recommendi ng full coverage. The mexi mum al | owabl e
transportation all owance should be 61.75 cents per
hundr edwei ght for the over 139 mile bracket, which wll
di scourage or build in a disincentive of approximtely 7
cents per hundredwei ght for any m |k novenent from Tul are
County. There is adequate milk in Kern County to supply
with fluid mlk requirenments of southern California over
and above the local mlk in the southern California area.

CDl's supportive of the recommended change by
Land O Lakes to split the southern California receiving
area into two receiving areas getting different
al  owances. They are, however, recommending different
rates with mlk shipnments from Santa Barbara, San Di ego,
I nperial, Kern, Kings, and Tulare counties receiving the
hi gher rates justified above, and all other shipnments from
ot her counties to receive a |ower rate.

This | ower rate over 89 m | es conpensates the
shi pnents from Barstow Hi gh Desert area into Los Angel es,
which has a rate of 54 cents per hundredweight as to CDl's
projected rate of 34 cents per hundredweight into a | oca

manuf acturing plant in San Bernardino. The difference is
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how CDI arrives at the 20 cent per hundredwei ght all owance
over 89 mles. MIlk currently does not move into a |loca
manuf acturing plant fromthat area, so an actual hauling
cost is not avail able.

It cannot be overenphasi zed enough the inportance
of adequate transportation allowances from Kern County tea
to Los Angeles area fluid handlers. During the past 12
nmont hs CDI has | ost over 20 percent of their mlk
production in southern California, which anbunts to over
1.5 mllion pounds each day, and continual decreases are
expected resulting in nore and nore nilk from Kern County
will have to nove to southern California

3) The | ast suggested change is an increase of 1
cent per hundredweight in the San Diego area for zero
through 89 miles, sinmlar to the other areas in southern
California for hauling increases due to | abor and diesel
fuel

CDl is also recommending to drop the m | eage
bracket of over 89 miles because m |k does not and will
not nmove to San Di ego County over 89 miles since there is
only one fluid processor in that area.

4) It is CDI's understanding that the alternative
proposal s subnmitted by Dairy Farners of Anerica
i ncorporates a | ocal haul deduction fromrecomended rates

for plants in Solano County and, therefore, CD is
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supportive of their request.

In regards to transportation credits, CD
recommends the follow ng changes only to the Stabilization
and Marketing Plans for nmarket mlKk:

Section 300.2. Designated supply county, |os
Angel es County; m ni mum deduction per hundredwei ght, 38
cents; designated deficit counties, Los Angeles or Orange
counti es.

Los Angel es County; m ni mum deduction per
hundr edwei ght, 48 cents; for Riverside, San Diego, or
Ventura counti es.

The above changes refl ect new | abor and di ese
fuel costs for plant-to-plant deliveries from Los Angel es
County. They have segregated the designated deficit
counties fromthe designated supply county of Los Angel es
into two groupings to allow for plants in Los Angeles
county to be conpetitive with the plant-to-plant novenent
fromoutlying areas. CDI is currently disadvantaged in
t he condensed sales deliveries fromtheir Artesia plant in
southern California as conpared to plants over 200 niles
from Los Angel es.

The above requested changes are identical to
CDl's subnmitted alternative proposal. But at their Board
of Directors neeting held on July 27, 2004, the Board

passed a notion to continue to be strongly opposed to
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transportation credits on condensed skimnilk which was
added at the | ast transportation hearing. As previously
stated, CDI's local plant in Artesia is disadvantaged as
to condensed sales; and if a decision fromthis hearing is
made to renmpve transportation credits for condensed skim
CDI will withdraw their request for Los Angeles to Los
Angel es novenent because they then would have a
conpetitive position on those sales.

In either event, however, it is vital that a new
hi gher rate be allowed from Los Angel es to Riverside, San
Di ego and Ventura counties (see Kings County Truck Lines,
Exhibit C attached), which will allow CDI to recover their
freight costs on plant-to-plant sales to those |onger
di stant areas. This request in transportation credits
will sinply allow their |local Los Angel es plant an equa
conpetitive position for sales opportunities w thout being
burdened with freight costs that are being subsidized for
ot hers.

Simlar to CDI's request on transportation
al |l omances, they do support cost-related adjustnents to
transportation credits fromothers today as | ong as sone
shortfall exists fromdistant |ocations to encourage
pl ant -t o- pl ant novenent from closer |ocations. This
position is consistent with CDI's past testinony at

previ ous hearings addressing transportation credits.
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CDI would like to thank you for this opportunity
to submt their reconmended changes and would like to
request a post-hearing period for CDI to answer or clarify
any questions regarding this testinony.

That concl udes their testinony.

HEARI NG OFFI CER ESTES: Your request for a
post-hearing brief is granted. Please have that either
delivered or fax'd to the Departnent by cl ose of business
Monday, August 16th, at 4:30 p.m

MR. TILLI SON: Thank you.

HEARI NG OFFI CER ESTES: At this tinme we will --
at this time are there panel questions for M. Tillison?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: M.
Tillison --

MR TILLISON: Yes.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  You
indicated that it does not seemto CDI that Clover has
difficulty obtaining mlk for their plant.

MR. TILLISON: Yes, sir.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: Do
you know that or is that sonething you' re assum ng?

MR, TILLISON: | believe that the people witing
the testinony are aware of the situation. They said they
believed that Clover did not have any producers outside 30

mles. Their testinony today indicated that they only had
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one producer outside of 40 mles. So | would assunme using
their local haul logic, that that's how they arrived at

t he proposal or the request to deny the Clover Stornetta
request.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  But
you don't know if Clover has had -- is having to subsidize
some of those hauling charges to equalize with producers
that are getting transportation allowance into the Bay
Area currently?

MR, TILLISON: | believe all they know is what
they heard at the post-hearing workshop, which was a tota
cost situation. In talking with M. Korsneier, however,
his feeling was that what they were paying for hauling
costs was greater than CDI has been able to obtain froma
different trucker in that sane area. So they believe
that -- frankly they believe that Clover Stornetta is not
in a favorable position in ternms of their hauling
contract.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And
you also testified that you had a projected rate on the
mlk in southern California. This projected rate, what
kind of a tinme period were you projecting that rate, or
were you --

MR. TILLISON: Well, | can have them answer that

guestion specifically. | believe the rate they' re using
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is based on a quotation that they received from Ki ngs
County Trucking, which | believe is attached, |ess what
they believe is the | ocal haul

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  So
that's not a rate that's projected out? They're trying to
estimte what the cost is historically.

MR. TILLISON: It's based on the information
provided to them from Kings County Trucking as to what
they are or will be charging.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Regar di ng the condensed sales, the Artesia plant.
You indicate that you are currently di sadvantaged to
pl ants that are nuch further away fromthe receiving
plants than the Artesia plant is.

Is that disadvantage a result of the current
operation of the pool plan or the stabilization plan?

MR TILLI SON: Yeah, they believe that the
di sadvantage was created, as in the testinony presented,
at the last hearing when there was an adjustment nade to
the condensed situation. As they say in their testinony,
CDI's basic belief is that there not be a transportation
al l omance -- or credit rather -- I"'msorry -- paid on
condensed shi pnents.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: So

elimnating that would give, as you testified, CD a
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conpetitive position in those sal es?

MR, TILLI SON: Yes.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Woul d that conpetitive position be enhanced by
the transportation allowance received by nilk pooling into
Artesia?

MR. TILLISON: That's a -- you know, that's an
interesting question. | think that in my discussions with
M. Korsneier, he would sinply state that, you know,
that's the way things are, that there is a transportation
credit into their plant; and it is what it is, is the way
he put it to ne when | asked the sanme question

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  So,
woul dn't your -- or CDI's conpetition probably answer the
same way if asked about transportation credits for
condensed ski nf?

MR TILLISON. Well, | think that what it goes
back to is the basic premise | believe that's involved in
both transportation all owances and should be involved in
transportation credits and, that is, that the closest skim
mlk should go to where it's needed.

| believe the CDI has nore than adequate capacity
to provide the condensed needs of the plants in southern
California.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: | f
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we were to elinmnate the transportation credit on that
condensed skim and that mlk still received

transportation all owance, then the argunent could be nade
that the conpetitive position that CDI would enjoy was a
result of the consideration of the stabilization plan or

t he pooling plan?

MR. TILLISON: | guess one could nmake that -- you
know, make that concl usion. | think that southern
California is a state -- is a deficit area in terns of

mlk available for Class 1 and Class 2 uses. And that
situation is only going to be exacerbated, neaning that,
as they state in their testinony, nmore mlk is going to
have to nove into southern California for those uses.

So, therefore, you know, one could argue the mlk
woul dn't nmove unl ess there was a transportation all owance,
meani ng that that market would have a shortfall in mlk
avail able. However, as far as transportation credits are
concerned, | believe CDI's argunent is that they can
provide the milk on a local basis with the supply that's
available. It's the old "How nuch milk is in the bucket?"
Do you take all the mlk fromsouthern California and
condense it or sell it or do you put the m |k that cones
inand mx it all altogether and sonme goes to fluid plants
and sonme goes to condensed?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  You
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i ndicate that CDI supports cost-related adjustnment so |ong
as some shortfall exists fromdistant |ocations to
encour age plant-to-plant nmovenment for closer |ocations.

What about ranch-to-plant novenents? Is it the
same phil osophy there as far as all owance rates from
di stant plants?

MR. TILLISON: | think that they follow the
sane -- | think that they follow the sane phil osophy. And

that what they're basically doing is taking an actual cost

and then reducing it for a local haul. How rmuch milk
noves from above 139 niles in the southern market, |'m not
aware of . But | think that -- | don't think it's very
much. | think nost of the novement is in the -- comng

fromthe Kern County area and not from Tul are County
above.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: From
a policy standpoint -- as you point out there is less and
Il ess m |k being produced in southern California. And al
i ndications are that that's going to continue, and that
there is going to continue to be a need for that mlk in
bottling plants in southern California.

So froma policy standpoint, why would we
differentiate between m |k com ng over fromover 139 niles
fromone county versus another so long as that mlk is

serving a Class 1 plant?
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MR. TILLISON: Well, because | believe that M.
Korsneier feels and CDI feels that there is and will be
adequate m |k supplies in Kern County to provide mlk to
the southern California market. |In fact, he nentioned to
me that when that mlk is Kern County is not needed in
southern California, they in fact have the nisfortune of
having to haul it up to Tipton, which is just south of
Tul are, to process into butter or powder. So their
feeling is is that there's adequate mlk in Kern County
and there will be even nore nmilk available in Kern County.
And | think to a certain extent that is supported by what
we' ve seen in terms of new dairies being constructed.
Most of the construction that we've seen of any
significant size dairies has been in the Kern County or
Ki ngs County area.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
further questions.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
a couple questions for you, M. Tillison.

MR. TILLISON: Couldn't |eave before this
heari ng.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  You
stated in your testinony actually several tinmes, primrily
in the 1st page, that milk fromdistant |ocations ought to

be discouraged. And what 1'd like to get clarified is if
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that mlk is served at the market, then does it matter
where it cones fronf

MR. TILLISON: | guess the question is is it
serving a market in place of mlk that otherw se could
serve the market from a cl oser area?

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: So
you're saying it's nore of a displacenment issue?

MR. TILLI SON: Yes.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: COkay.

MR, TILLISON: | think that's where they're
com ng from

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
Al so on the 1lst page you nmake nention of the fact of a
cost mininmzation to the pool. And the panel in naking
its recommendations in the past has been aware of, maybe
too aware of minimzing costs. How nmuch enphasis needs to
be placed on minimzing costs to the pool for either
transportation credits or transportation allowances? |Is
it something to be considered primarily or to think about
it and do the right thing anyway?

MR TILLISON:. Well, | think when they talk about
m nimzing costs to the pool, their -- it's consistent
with their philosophy that you want the closest mlk to
the market to nove to the market. And, therefore, there

shoul d not be incentives created so that closer mlk is
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bypassed, because, frankly, it's a better deal to hau
m |k a distance.

I think as the witness from Clover Stornetta
said, closer-in hauls tend to be | ooked at on an hourly
basi s, whereas the distance hauls fall on a nileage basis.
So there's a fairly significant difference in the cost per
hundr edwei ght when you' re hauling about 40 miles versus
when you're hauling it 139 niles

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Wl |
froma strict cost mnimzation point of view we'd
probably not do anything. That would nmininze costs,
right?

MR, TILLISON: Well, that would mnimze costs.
But | think you'd then have to | ook at the reason you have
transportation cost allowances and you have transportation
credits, and that's to get mlk to nove out of the butter
powder and out of the cheese plants to fluid markets. So
| think that -- | think the first concern has to be: |Is
enough milk moving to the narket at the | owest possible
cost, is the way -- | don't think you would separate the
t wo.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Right.

I"'mgoing to nove on to a different topic.

M. Shi ppel houte asked you al ready sonet hi ng

about the idea of using different rates for different
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counties, so | won't go into that. Wat I'd |ike to nake
sure | understand is how CDI devel oped the rates that
appear on page 2.

My understanding is that they used the rates they
were quoted fromthe trucki ng conpani es and subtracted out
their 25-25 rate that they devel oped fromthe producers in
the Central Valley, California. 1s that universally true
for those rates?

MR, TILLISON: | believe that that is universally
true for the rates fromthe standpoint that in all cases
what they did is took the cost provided to them by their
haul er and deducted whatever the |ocal haul was in a given
area. | think if you |ooked at the situation fromthe
Bar st ow area, for exanple, they're using a 34 cent rate
for the local haul, which is what they' ve been quot ed,
versus the 25.25 cents. But | think their basic
phil osophy is -- in |ooking at these adjustnent is, nunber
1, what's the actual cost, and then, nunber 2, what's the
| ocal hauler? Did they use the 25.25 in place of a |loca
haul er if one does not exist?

MR, TILLISON: That | can't answer. | believe
that they're using the 25.25 local haul in all instances.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  For
all of them Ckay.

MR. TILLISON: The adjustnment that | think
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probably the only place where that nmay not be the case --
and I'lIl ask themto confirmthis in post-hearing brief --
is in the adjustnment from9 cents to 10 cents in the | ocal
rate. As they say in there, that's basically been
increased to cover diesel and | abor costs.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ri ght.

On page 5 of your testinmony you say specifically,
several times actually, that Kern County ought to be
serving Los Angeles. |'mjust curious why would you pick
Kern County specifically when there are other |arge
dai ry-produci ng counties right nearby. 1Is it the South
Val l ey that we're concerned about or just specifically
Kern County? Wiy should Kern County be favored over, say,
Tul are or Kings County?

MR, TILLISON: Well, | think that Kern County
sinply because it's closer to the market than Tul are is.

As far as Kings County is concerned, probably
nore mlk in Kern County than there is in Kings County.
And there's a very likely possibility that there are nore
CDI shippers in Kern County than in Kings County.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.

In the transportation hearing we had | ast year
we were concerned -- the panel was concerned about mlk
that woul d pick up both transportation all owances into a

pl ant and then al so receive transportation credit noving
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out as condensed. It seens |ike that was pretty m ni nal
| ast year. It also seens like with CDI's proposal to
include L. A. County as a deficit county and also a L. A
County as a designated supply county, that that would
i ncrease that opportunity greatly. Can you speak to that?

MR TILLISON: | really can"t. |'mnot that
know edgeabl e as to what specifically their analysis of
that situation was. | think basically though you have to
go back to the vote that their board took on July 27th.
And that was, there shouldn't be transportation credits on
condensed mi | k.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
| understand.

I have no nore questions. Thank you.

DAl RY MARKETI NG BRANCH CHI EF I KARI: | do have
one questi on.

Phi | osophically, in reaching decisions on
transportation allowance and credits, there's a certain
anount of judgnment. How can the Departnent -- why should
t he Departnent be concerned about the di sadvantage of
condensed -- you know, CDI's position of condensed skim
and not be concerned about the Clover Stornetta's
di sadvantage relative to the other Bay Area processors?

MR, TILLISON:. Well, | think that CDI, in ny

di scussions with the managenent there, are basically -- is
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famliar with the nmilk haulers in that area. And they
basically believe that Clover Stornetta is paying too much
for hauling. And, therefore, that has created nore of a

di sadvantage than the transportation all owance is.

You know, | guess the question is: Should the
Department protect people fromtheir inability to -- or
their lack of getting into favorable contracts. | nean at

sone point it's the business's responsibility to live
within it's means. And as | said, | think CD due to
their famliarity with the trucking firns in that area
believe that Clover Stornetta is getting less than a
favorabl e rate.

| think the other issue is that, as their CEO
testified to, they've got 17 producers, they're not
| ooki ng for any nore producers, they haven't |ost any
producers. So that's an indication to ne that perhaps the
conpetitive concerns that they have don't exist.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Does CD
have any data that the Departnment can | ook at, exani ne
review, that goes to the rate -- why 17 producers or their
size or their location, why the cost that they're paying
in ternms of hauling mght be inappropriate?

MR, TILLISON: Well, | believe that in their
testinmony there is attached a quotation fromthe Five J's,

| believe, as to what the hauling cost is. And I believe
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t hese peopl e operate also --

DAl RY MARKETI NG BRANCH CHIEF I KARI: |s that on a
statewi de basis or are we just tal king about a | ocal area?

MR, TILLISON: Well, you're tal king about --
basically tal king about a |local area, the North Bay area.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Okay.

MR. TILLISON: You know, hauling rates vary
across the state, | assunme just as the cost of mlk in
grocery stores --

DAl RY MARKETI NG BRANCH CHI EF | KARI: Okay.

MR. TILLISON: -- varies across the state.

But | can ask themif they can provide specific
i nformation on that concl usion

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Thank you.

HEARI NG OFFI CER ESTES: Any additional questions
for M. Tillison?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE
Yeah, the Five J's Trucking exhibit that you have attached
here, is that assuming that -- |let me back up. Does Five
J's haul other milk for CDI?

MR TILLI SON: What do you nean other mlk for
CDI ?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: M| k
in other areas other than North Bay?

MR. TILLISON: Well, this quotation specifically
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covers North Bay. And | don't have any personal know edge
in that's the only place that they haul mlk. But |ooking
at the quotation, it would indicate to nme that that in
fact is what they're doing, is they basically do operate
in the North Bay area, because their quotation is to hau
m |k from petal uma/ Poi nt Reyes into San Leandro, into
Mbdest o, and into Los Banos.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: The
reason for ny questionis, if |I renenber Clover's
testinmony correctly, they indicated that some of the
hauling rates that other firns are able to receive are
based in part on business that a trucking conpany does
outside of the North Bay as well. So it's perhaps a
di fferent marketing environnment or different contractua
arrangenent than CDI with Five J's. |'mjust curious if
this quotation would stand at this price if the only mlk
that Five J's hauls for CDI was from North Bay to North
Bay. Perhaps you could have M. Korsneier coment on
t hat .

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Well, it
woul d be interesting to know whether or not this is a new
area, a newterritory for Five J's or if they're already
hauling mlk in that area and they're established. And
if, so how | ong?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

56
a final question.

MR, TILLISON: Wit a mnute.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Okay.

MR, TILLISON: Ckay.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: CD

has producers in the North Bay area obviously.
What custonmers does CDI have in the North Bay?

MR, TILLISON: Well, they don't have custoners in
the North Bay. But they were moving sone of that mlk
into the DFA Petaluma facility for primarily bal ancing
purposes and so forth. \Where that m |k goes otherw se,
can't tell you. Based on the quote, | would assune that
that mlk is nmoving down to Turlock and possibly as far as
Los Banos.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  So
then perhaps the closest market for that mlk currently is
bottling plants in the Bay Area?

MR. TILLI SON: Possibly.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And
if that's the case, should that m |k continue to receive
transportation all owance?

MR TILLISON: If it's the closest mlk, yes.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: Al

right.
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HEARI NG OFFI CER ESTES: Have any additiona
guestions?

All right. Thank you for your testinony today,
M. Tillison

MR, TILLISON: 1'Il be right back. 1'mtestify
for DFA al so.

(Laughter.)

HEARI NG OFFI CER ESTES: All right. So our next
alternative petition is Dairy Farnmers of America. And
after having gone through a costume change, Jim T Tillison's
back on their behal f.

Before M. Tillison commences his testinony, |
did just want to note for those of you who are here today
that Jim Aynes, who's a recently -- recent attorney for
the Departnent is here today. He's sitting off to the
right there. And he's a recently hired counsel to the
departnment. And there's a possibility he may be
conducting some of these hearings in the future. So that
you might be famliar with him we introduced himtoday.
SO we' re happy to have him And hopefully he's happy to
be working with us as well. So you mght | ook forward to
seeing himhere in the future.

M. Tillison, |I'mnot going to swear you again
since you' ve al ready been sworn for the record. But |

do -- let nme just ask you a couple of questions since
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you' re appearing on behalf of Dairy Farmers of Anerica.

Coul d you pl ease describe the basis by which
you' re appearing on their behal f today.

MR, TILLISON: Dairy Farners of Anerica Western
Area Council is also a nmenber of the Alliance of Western
M Ik Producers. And as such, they asked me if | would
appear on behalf of DFA in place of M. Stueve, who's not
able to be here and present their witten testinony.

HEARI NG OFFI CER ESTES: Ckay. |'ve handed out a
copy of his anticipated testinony that you're going to be
delivering today. Wuld you like to have that introduced
into the record?

MR. TILLISON: Please

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 48.

(Thereupon the above-referred to docunent

was mar ked, by the hearing officer, as

Exhi bit 48.)

HEARI NG OFFI CER ESTES: So pl ease proceed.

MR, TILLISON: M. Hearing officer and nmenbers of
the hearing panel. M nanme is not Gary Stueve. M nane
is JimTillison, Executive Director/CEO of the Alliance of
Western M Ik Producers, appearing on behalf of Dairy
Farmers of America Western Area Council. They currently

manage and market the milk of their own cooperative
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menbers as well as the nmilk of 72 independent producers
t hrough dairy marketing services. Their testinony was
approved by Western Area Council Board of Directors at a
nmeeting held on July 20th, and they appreciate the
opportunity regarding -- to provide conmentary regarding
m | k novenent incentives.

Qur alternative proposal very specifically
i nvol ves only noderate upward adjustnments of the
transportation allowance rates for Sol ano County. Qur
justification for these nodest changes reflect both the
actual cost increases and net costs incurred by DFA and a
conmparison and adjustment to actual |ocal delivery costs.

If you look at the submitted docunent entitled
"Sol ano County Transportation costs and conparisons to
| ocal hauls" you'll see the actual costs of delivering
mlk to Sol ano County. Copies of actual freight bills or
ot her docunments from our primary haul ers support these
nunbers. Qur request for an increase is based on the
di fference between the actual costs of delivering to
Sol ano county versus actual |ocal hauls as best as we
coul d determ ne

In the table you will note that these costs
di fferences reflect the difference between | ocal hauls
avail able to DFA and the actual costs of delivering mlk

to Solano County. Contributing to the situation are
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freight rate increases experienced in this past year of
approximately 7 cents per hundredwei ght versus one year
ago. These increases are specific to fuel costs
i ncreases, workers' conpensation increases and the
i ncreased cost of serving urbanized areas.

Due to the relative lack of m Ik production in
Sol ano County and the need to attract mlk to the county,
DFA is advocating no shortfall

In addition to their request for changes to
Sol ano County receiving area, they would also like to
briefly offer their commentary on sone of the other
proposal s.

Clover Stornetta proposal: Regarding the
original petitioner's proposal, DFA opposes anendi ng
Section 921.2 of the MIk Pooling Plan by the addition of
Marin and Sonoma counties to the Bay Area receiving area.

It is DFA's contention that the need for
transportation incentives in this area does not exist. It
is our belief that Clover does not have a probl em
attracting mlk to their plant; there exists an anple
supply of local mlk.

Cl over may counter and suggest that they've
devel oped and bal ance their own uni que supply, so the poo
should pay themto -- pay themlocal freight. Qur answer

woul d be that they have devel oped a highly specialized
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mlk supply as part of their marketing plan and the cost
of maintaining the specialized mlk supply should rest
with the beneficiary of the marketing plan, that is,
Cl over Stornetta.

DFA al so adds that on at |east two occasions
since |ate 2001 DFA has offered to deliver a part or al
of the Clover supply at conpetitive prices with our |oca
mlk supply. This service would al so include bal anci ng
and | ocal delivery.

Sonorma and Marin counties offer an anple mlk
supply for local deliveries. Ofering |oca
transportation incentives frommlk delivered to Sonona
and Marin counties would be simlar to offering allowances
for local deliveries in Tulare and Stanislaus counti es.
These incentives are sinply not necessary.

CDl alternative proposal: DFA would like to
of fer their support of the DFA proposal as it is witten
for both northern California and southern California as it
relates to transportation allowances. |In the past year in
sout hern California DFA has experienced an increase of
approximately 3 cents for the zero to 89 nile bracket; 6
cents for the 89 to 139 nmile bracket; and 15 cent
i ncreases for the over 139 mile bracket. It is especially
i rportant that transportation allowances stay current due

to the growi ng need for southern California to inport mlk
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fromother areas as the nmigration of dairies out of
sout hern California escal ates.

Li ke CDI, we've experienced increases in the cost
of supplying Al aneda County. Qur costs for deliveries to
Al ameda County are higher for mlk originating from Sonona
and Marin counties versus nearby San Joaquin valley
counties. This is due to the increased costs of
assenbling mlk fromsnmaller dairies and transporting this

m |k through and delivering to a highly urbani zed area.

We are not prepared -- DFA is not prepared to
of fer a position on changes to transportation credits.

This concludes our testinony. Thank you for the
opportunity to testify. And DFA would like to request the
opportunity to file a post-hearing brief.

HEARI NG OFFI CER ESTES: Your request is granted.
And pl ease present it to the Departnment in a nanner as we
previ ously di scussed.

Do we have any questions for M. Tillison?

DAl RY MARKETI NG BRANCH CHI EF I KARI: | just have
one questi on.

In the testinony, one can assune, but |'d rather
not assume -- what is DFA's position with respect to the
Dairy Institute's proposal with respect to the North Bay

Area?
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MR, TILLISON: They will have to respond that in
brief.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

M. Tillison, in DFA's testinopny you nake nention
of a specialized mlk supply. Could you define what you
mean by specialized?

MR TILLISON: Yeah. | believe Clover Stornetta
has made the busi ness decision to require their shippers
to provide themwith a higher quality mlk and | ower
somatic cell count. And I'mnot familiar with their
specifics in terns what they do offer, but they use this
as a marketing tool for their mlKk.

So not unlike organic mlk, | assune that there
are sonme producers who are willing to neet those
requi renents and others who may be nearby that aren't
willing to neet those requirenents.

So | believe that DFA feels that there's only
nodest differences between their organic supply and the
speci ali zed supply fromtheir other resources.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
further questions.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

One question, M. Tillison.

Does the idea that there should be no shortfal

in the rates that have been proposed seemto be at odds
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with previous testinony we've heard today?

MR TILLISON: It would seemto be.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Coul d
you ask DFA to justify why there should be no shortfall
particularly with the |onger distance hauls under that
Sol ano receiving area.

Thank you.

HEARI NG OFFI CER ESTES: No additional questions?

Thank you for your testinony today.

MR. TILLISON: | won't be back

HEARI NG OFFI CER ESTES: ©Ch, you're not going to
be representing the Dairy Institute as well?

(Laughter.)

MR. TILLISON: | don't believe so.

HEARI NG OFFI CER ESTES: Maybe you and M. Schi ek
can kind of divide up all the petitioners anongst
your sel ves.

We will next proceed to address the alternative
petition of the Dairy Institute.

And so you swear or affirmto tell the truth and
not hi ng but the truth today?

DR. SCHI EK: | do.

HEARI NG OFFI CER ESTES: Coul d you pl ease state
your name and spell your |ast name for the record

DR. SCH EK: Yes, it's WIlliam Schiek, that's S
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as in super, c-h-i-e-k.

(Laughter.)

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: That's
sure different.

(Laughter.)

HEARI NG OFFI CER ESTES: And it's always kind of
interesting whether it's humlity or exaggeration is the
best way of being persuasive with the panel

(Laughter.)

HEARI NG OFFI CER ESTES: Dr. Schiek, could you
pl ease descri be how you' ve been authorized to speak on
behal f of the Dairy Institute today.

DR. SCHI EK: Yes, | was authorized by Dairy
Institute's Board of Directors. And they authorized nme to
testify on their behal f.

HEARI NG OFFI CER ESTES: | see.

And you' ve also given us a witten statenment of
your anticipated testinony. | assunme you'd |ike to have
that introduced into the record?

DR. SCHI EK: | woul d.

HEARI NG OFFI CER ESTES: That wi |l be introduced
into the record as Exhibit No. 49.

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 49.)
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HEARI NG OFFI CER ESTES: And so pl ease start to
conmence with your testinony.

DR. SCH EK: GCkay. M. Hearing Oficer and
menbers of the hearing panel. M nane is WIIliam Schiek
and |'m an econom st for the Dairy Institute of
California. And | amtestifying on the Institute's
behal f.

The Dairy Institute is a trade associ ation
representing 40 dairy conpani es which process
approximately 75 percent of the fluid mlk, cultured and
frozen dairy products and over 60 percent of the cheese
products and a small percentage of the butter powder and
nonfat m |k powered processed and manufactured in the
st at e.

Menber firns operate in both marketing areas in
the state. And the position presented at this hearing was
unani nously adopted by Dairy Institute's Board of
Di rectors.

The Dairy Institute appreciates the opportunity
to testify today and to comment on the proposals by Land
O Lakes, California Dairies, Inc., Dairy Farnmers of
Anerica, Security MIk producers, and Clover Stornetta
Farms, which are under consideration at this hearing. W
commend the Secretary for his willingness to consider

updating the regulatory framework in which our nenbers
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operate to nake it reflective of current market
condi tions.

We appreciate the excellent work and trenendous
effort put forth by the Departnent's staff in preparation
for this and other hearings. W all benefit fromthat
data and the analysis that the Departnment provides as it
hel ps us to make better-informed decisions regarding the
policies we propose.

At issue in this hearing are proposed changes to
the m |k nmovenment incentives contained in the Pooling Plan
and the Stabilization and Marketing Pl an.

The broad purposes of m |k novenent prograns have
been identified as follows: First, to assure an adequate
supply of mlk to plants which provide Class 1 and Class 2
usage products to consuners; and, second, to assure that
hi gher usages have priority in terns of m |k novenent
i ncentives to producers; and, third, to encourage the nost
ef ficient movement of mlk to fluid usage pl ants.

Background: The enactnment of mlk pooling in
1969 fundanmentally altered the relationshi ps between Cl ass
1 and processors and suppliers. Prior to pooling the
hi gher plant blend price that was paid by Class 1 plants
provi ded a positive incentive to attract mlk to the
hi ghest use. During the discussions |eading up to the

Gonsal ves M1k Pooling Act, producer representatives in
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exchange for processor support nmade a conmmtment to ensure
that Class 1 plants would be served. Fromthe beginning
it was recogni zed that fluid plants by virtue of the
hi gher m ni mum prices they pay, should be able to procure
necessary ml k supplies wi thout having to subsidize the
haul cost to their plants.

The current system of transportati on all owances
and credits in California devel oped after a period where
m |k nmovenent incentives were limted prinmarily to area
differentials and location differentials on quota mlk, a
system which is sonewhat simlar to the |ocation
differentials enmployed in federal orders. Over tinme the
consolidation of marketing areas, growth in mlKk
producti on, and changi ng production and distribution
patterns and uni que Californi a geography necessitated new
m | k novenent nechani sms.

The transportation credits and all owances both
cane into being in the early 1980's. The genera
princi ple behind transportation all owances was that they
shoul d conpensate dairymen for the difference between a
| ocal haul to a manufacturing plant and the |onger haul to
the nore distant fluid mlk plant in a netropolitan area.
In the absence of such incentives producers woul d have an
incentive to ship their mlk to a manufacturing plant and

a disincentive to serve the fluid mlk market. Wen the
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transportation allowance fully conpensates producers for
the difference between a |ocal haul and a long haul to a
fluid plant, the producer will be indifferent as to where
he ships his mlKk.

Wth respect to transportation credits, the
principle was to conpensate the m |k supplier for the cost
of shipping mlk froma supplying plant to a deficit-area
pl ant after accounting for any difference in the marketing
area Class 1 differentials.

Hi storically, the transportation credits and
al | owances have been set at levels that do not fully
conpensate handlers for their shipnment costs. A shortfal
in hauling conpensation with respect to nore distant mlk
was supported by Dairy Institute in the past based upon
the assunption that it would encourage nore efficient mlk
novenent s.

The extent of the shortfall needed to encourage
orderly nmovenent has been and continues to be a subject of
debate. And | will discuss in nore detail |ater we
bel i eve the application of the shortfall concept should
not be inposed to the extent that it creates a
di sincentive for some plants to procure California mlKk
for Class 1 purposes.

We continue to believe that a m |k novenent

incentive systemis necessary in order to neet the
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In recent years the industry has continued to evol ve and
has under gone consi derabl e structural change.

Consol idation of supplying cooperatives and fluid mlk
processors has changed the m |k production and
distribution patterns. It is therefore appropriate to
review the existing systemof transportation allowances
and credits to determ ne if changes are necessary.

One notion that has been troubling to Dairy
Institute's nenbership has been the belief expressed by
sonme in the industry that over-order prem uns be relied
upon as a primary neans to attract mlk for fluid
purposes. W believe that it is consistent with the
purposes of milk stabilization and with the conmtnents

made by producer |eadership at the inception of milk

70

pooling that m |k should be attracted to Class 1 plants at

order prices.

Unfortunately, sone in the producer community

have held the incorrect view that the sole purpose of the

Class 1 price differential is to enhance producer incone,
i nstead of recognizing that in part the differential was
designed to assure that Class 1 narkets are served.

We continue to maintain that the existing order

prices paid by processors provide nore than enough revenue

to attract mlk for Class 1 and mandatory Cl ass 2
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purposes, and that the marketing and pooling plans should
provi de m |k novenent incentive nechanisns which are
adequate to ensure that those uses are served.

Dairy Institute's proposal and general concerns:
Dairy Institute believes that transportation all owances
and credits nust be adequate to encourage milk to nove
into higher use plants in deficit areas. When rates are
not adequate either the supplier or the custoner gets
stuck with the transportation bill.

M Ik suppliers and processing plants operate in a
conpetitive environment. Suppliers can attenpt to absorb
t he unrecovered transportation costs in the short run, but
in the longer run they nust either pass those costs on or
stop supplying the Class 1 market.

If they choose to pass the costs on to the
processor, the higher use plant then must deci de whet her
to accept the higher cost or | ook for other sources of
mlk.

If all processors are facing the sanme regul ated
price and all suppliers are attenpting to pass on the
unrecovered transportation costs, processors m ght el ect
to subsidize the transportation of mlk to their plants to
and pay the higher costs.

However, when processors face unequal regul ated

mlk prices relative to their conpetitors, as is in the
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case in southern California, wth exenpt
producer-di stributors and unregul ated out-of-state
bottling plants, processors mght attenpt to find |ess
expensive m |k supplies such as those | ocated outside the
state.

Hence, inadequate transportation allowance and
credit rates can lead to Class 1 markets being served by
out-of-state suppliers to the detrinent of the California
pool. Inadequate rates also lead to California Class 1
processors being both unable to conpete favorably with
manuf acturing plants for mlk supplies. And they' ve got a
conpetitive disadvantage with respect to out-of-state
processors.

In order to secure the local Class 1 nmarket for
California producers, transportation all owances and
credits nust be adequate to draw m |k w thout
transportation subsidization by a buyer or the supplying
cooperative

Transportation allowances: Dairy Institute
continues to support the principle that transportation
al | owance rates should be set equal to the difference
bet ween the cost of the |ocal haul and the cost of the
haul to higher use plants in nmetropolitan nmarkets. The
transportation allowance system was neant to address the

narrow probl em of how to attract mlk to fluid plants in
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nmetropolitan areas at order prices.

However, when setting allowance and credit rates,
equity anmong conpeting Class 1 plants in attracting mlk
supplies is sonething that needs to be considered. This
is particularly true when the application of mlk nmovenent
i ncentives confers advantages on sonme Class 1 plants over
others. [If these advantages woul d not have existed in the
absence of m |k novenent incentives, then the incentives
shoul d adjusted to both 1) redress the inequitable inpacts
and 2) ensure that fluid plants are adequately served.

Wth the foregoing in mnd, Dairy Institute's
specific position is that fluid m |k plants operating
within a market shoul d not be disadvantaged relative to
each other in the procurenent of nearby mlk supplies. In
particular, the petitioner's proposal identifies a problem
where producers in Sonoma and Marin counties appear to
i ncur a higher net cost in shipping to the closest fluid
pl ant than they do in shipping their mlk to nore distant
markets in the Bay Area counti es.

The apparent incentive that producers in Sononma
and Marin counties have to bypass the closest fluid mlk
pl ants and ship to nore distant plants is due to the
application of the current transportation allowance race.
Current rates appear to give an advantage to Bay Area

plants with respect to the Sonoma and Marin m |k supply.
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It is our view that the North Bay, consisting of
Sononma and Marin counties, the Sol ano receiving area, and
the Bay Area receiving area are each a part of a greater
San Francisco Bay Area nmarket, which constitutes the
| argest deficit fluid mlk market in northern California.
Sonoma, Marin and Sol ano counties are | ocated somewhat
closer to mlk supplies than are many of the other in the
greater Bay Area and, as such, the incentives that are
required to nove nmlk into plants in these counties nmay be
different than what is needed to nove nmlk deep into the
Bay Area.

However, it is our view that plants in these
areas, which conpete against each other within the greater
Bay Area market and which draw a portion of their mlk
supply from Sonona and Marin counties, should not be
di sadvantaged with respect to each other in procuring
those supplies. Transportation allowances shoul d,
therefore, be granted to producers shipping to fluid mlk
pl ants |l ocated in Sonoma and Marin counties, as they are
in other plants in the Bay Area or Sol ano receiving areas,
if such all owances are needed to address conpetitive
concerns.

The al |l owance rates for producers from Sonona and
Marin counties that ship to plants in the greater Bay Area

market -- I'msorry, |I'mrepeating nmyself. The allowance
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rates for producers from Sonoma and Marin counties that
ship to plants in the greater Bay Area market should be
adjusted so that the net hauling cost to Sonoma-Marin
producers is virtually identical regardless of whether
they ship their milk to a fluid plant in Sonoma and Marin
counties, Solano County, or Bay Area receiving area
counties. In order that mlk noves in the nost efficient
manner, it would not be inappropriate for the milk to have
a small incentive to move to closer to the closest fluid
mlk plant.

We have changed the specific nunbers in our
proposal to account for new information regardi ng hauling
rates while conformng to the principles described above.
We had fashioned our original alternative proposal using
the npst recent hauling cost data available to us from
CDFA sources at the tinme alternative proposals were due.
In so doing we had to make some assunptions regardi ng the
cost of hauling mlk from Sonona and Marin counties to
Sol ano County, as that hauling cost was not published by
CDFA.

In view of the information that we had at the
time and the assunptions that we nade, we earlier proposed
that producers shipping to eligible plants in Sonoma and
Marin counties, a newy designated North Bay receiving

area, receive a transportation allowance equal to 20 cents
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per hundredweight. |In order to equalize the conpetitive
situation with respect to this mlk supply, we also
proposed that the transportation allowance for producers
in Sonoma and Marin counties who ship to the Bay Area
receiving area be reduced by 9 cents so that the new
transportation allowance of such shipnents woul d have been
equal to 15 cents per hundredwei ght.

Since the time that our original proposal was
subm tted, CDFA has rel eased updated hauling rate
i nformati on and we have garnered various hauling rate
i nformati on from other industry sources, some of which has
been testified too already today.

Differing estimates of the cost of hauling mlk
fromthe North Bay to the Bay Area pose a serious
chall enge to setting appropriate allowance rates. Hauling
cost data reported by CDFA put the cost of hauling mlk
fromthe North Bay to the Bay Area at 49.3 cents per
hundredweight. It is an interesting coincidence that this
rate is identical to the one that is reported for hauls
fromthe northern San Joaquin Valley to the Bay Area.
Alternatively, tw different industry contacts have stated
the cost of hauling mlk fromthe North Bay to the Bay
Area is approximtely 60 cents per hundredwei ght.

How can we nmake sense of this apparent

di screpancy? Well, we have heard that the | ower North Bay
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to Bay Area rate is being supported by hauls fromthe San
Joaquin Valley. For exanple, a truck first takes a | oad
of mlk to the Bay Area fromthe northern San Joaquin
area. After unloading the truck then proceeds to the
North Bay, assenbles another |oad for delivery to the Bay
Area. This nmethod of backhauling North Bay | oads with
Central Valley | oads apparently results in a |lower tota
overall cost and m ght be responsible for the rate
di screpancy that we have described. The fact that the
North Bay to Bay Area and the northern San Joaquin to Bay
Area rates are identical also fits well with this
expl anat i on.

But whatever the reason for the hauling cost
di screpancy, it appears that both rates are valid and both
rates are representative of hauling costs that producers
in the North Bay can expect to be charged for shipnents
into the Bay Area. The existence and validity of both
rates poses an interesting policy dilemma. |If the |ower
rate is used, then sone plants in the Bay Area will be
di sadvantaged in attracting mlk supplies fromthe North
Bay and could well end up having to pay additional nonies
to subsidize their producers' hauling costs.

On the other hand, if the higher rate is used,
then the plants whose producers are subject to the | ower

rate will have an advantage over other Class 1 plants in
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attracting mlk. One response mght be to sinply say that
all plants should seek to contract with the | ower cost
hauler in order to obtain the sane rate. However, it is
not certain that new hauling contracts could be obtained
with hauling charges at the |lower rates currently being
experienced by these pl ants.

The Departnent will have to reconcile this
situation because it alone has both the ability and
information to critically exam ne individual plant hauling
rates. In the following table, Table 1, we have attenpted
to illustrate Dairy Institute' s proposal under both of the
representative costs that been put forth for the North Bay
area to Bay Area haul. 1In setting our proposed all owance
rates under each scenari o, we have enployed data provided
to us by industry contacts about the |ocal haul in the
North Bay as well as the cost of the haul fromthe North
Bay to the Sol ano receiving area.

In Table 1, proposed colunmms A and B illustrate
Dairy Institute's proposal under the assunption that the
al l owance rates are to be set at the difference between
the |l ocal haul and the haul to the Bay Area -- fluid
pl ants. Proposal A assunmes the cost of hauling to the Bay
Area fromthe North Bay is 60 cents per hundredwei ght,
whereas Proposal B assunes that the cost is 49.3 cents per

hundr edwei ght .
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Proposal s C and D recogni ze the Departnent's
reveal ed preference for the fornulation of allowance rates
that are omi-directional. That is, all producers who are
| ocated at a fixed distance, for exanple, 75 miles, froma
deficit area plant receive the same transportation
al  owance regardl ess of their relative direction fromthe
plant. 1In a proposals C and D, the allowance rates are
adj usted under the assunption that transportation
al l omance for mlk noving into Bay Area will renmain at 24
cents for mlk moving up to 99 mles, regardless of where
that mlk is |ocated.

Under proposal C, the assunmed cost of hauling
fromthe North Bay to the Bay Area is 60 cents, for under
proposal Dis 49.3 cents. |In each of the proposals
presented, the net haul for the producer |ocated in the
North Bay is the same whether he or she ships to the |oca
Class 1 plant, a plant in the Bay Area, or a plant in the
Sol ano receiving area.

We shoul d note, however, that under proposal D
the transportation allowance rate for nmilk noving into
Sol ano woul d be significantly greater than it is
currently. Such a large increase in the allowance rate
could present additional conpetitive issues between the
Sol ano area plants and plants in Sacramento receiving

area. The Departnent needs to take these conpetitive
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i ssues, as well as its unique know edge of individua
pl ant hauling rates, into account when deci ded how to
i mpl enent the principle we have illustrated here.

And just kind of run through the table. What
|'ve got here is the infornmati on we have on the hauling
costs, fromdi scussions we had with people in the
i ndustry. From Sonoma to Marin to Sonoma to Marin rate of
39 cents. It's obviously a |ocal haul

When | say what is the inplied all owance rate,
that basically is what is the difference between the hauls
to the fluid plant and the |ocal haul

And of course for Sonoma-Marin it's zero because,
you know, they're the sane.

For Sonoma-Marin to the Bay Area the inplied
al  owance rate would be that -- the first columm there
woul d be that 60-cent rate mnus the 39. That should --
I"msorry, that should say 21 cents, not 22 cents. So
that's how that's cal cul at ed.

And then the proposed anpunts rates are what we
proposed under each of those scenari os.

The point here is we're trying to illustrate a
principle. And that's the principle that there's
conpetitive equity anpng these Class 1 plants that are
conpeting for the sane nm |k supply.

And where those all owance rates actually end up
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is going to be dependent upon what those actual costs are.
And what we have fromthe Departnment is sort of a weighted
average cost in particular areas for a particular point in
time. And there appear to be sone di screpanci es when you
| ook at individual plants. And | think what we're saying
is that the Departnment has the know edge to figure out
where in that range the actual nunmber ought to fall and
where the rates ought to fall and the inportance of that.
We don't have those individuals nunbers to testify to.

Moving on to other proposal. In general, Dairy
Institute supports proposals that seek to nmake
cost-justified adjustment to the transportation all owances
and credits. Dairy Institute believes that transportation
al l omances and credits nust be adequate to encourage nmlk
to nmove to higher-use plants in deficit areas. |nadequate
transportation all owance and credit rates can lead to
Class 1 markets being served by out-of-state suppliers to
the detrinment of the California pool. |nadequate rates
also lead to California Class 1 processors being both
unabl e to conpete favorably wi th manufacturing plants for
mlk supplies and at a conpetitive disadvantage with
respect to out-of-state processors.

In order to secure the local Class 1 nmarket for
California producers, transportation all owances and

credits nust be adequate to draw m |k w thout
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transportati on subsidization by the buyer or supplying
cooperative

For this reason, and to foster conpetition anong
Class 1 mlk suppliers, Dairy Institute continues to
support the principle that transportation allowance rates
shoul d be set equal to the difference between the cost of
the I ocal haul and the cost of the haul to the nore
di stant higher-use plants. A slight shortfall should
apply only to the nost distant m|eage brackets to
encourage mlk that is located closer to market to nove
first.

In the case of transportation credits, they
shoul d conpensate the m Ik supplier for the cost of
shipping mlk fromthe supplying plant to the deficit area
pl ant after accounting for any difference in marketing
area Class 1 differentials. Shortfalls in credit rates
agai n shoul d be enpl oyed for the nost distant milk and not
the mlk in these relatively closer areas that regularly
serves the southern California Class 1 market.

Clover Stornetta farns: Clover's petition raises
sone |legitimate questions regarding the interplay between
transportation allowances and conpetitive equity anopng
Class 1 plants in the greater Bay Area market. However,
gi ven either the new Departnment hauling cost data or the

haul i ng cost data fromindustry sources, the proposed
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al l omance rate of 24 cents per hundredwei ght, which was in
their original petition, would appear to overconpensate
producers shipping to Class 1 plants in Sonoma and Marin
counties. Determ ning the appropriate allowance rate will
be dependent on discovering the true cost of shipping mlk
to the Bay Area fromthe North Bay as we have di scussed
earlier.

Once the appropriate rate is determned, it could
be i npl emented by creating a new North Bay receiving area,
as we have suggested, or by including Sonoma and Marin
counties in the Bay Area receiving area and defining a new
m | eage bracket, such as zero to 40 mles, with a | ower
transportation allowance rate that woul d adequately
address any conpetitive inequities fostered by the current
al l omance rate system

California Dairies: Dairy Institute supports
cost-justified all owances and credits. CDI's proposal for
an all owance of 34.75 cents per hundredwei ght appears to
be based on a North Bay to Bay Area haul of 60 cents and
an assuned | ocal haul rate of 25.25 cents. As the |oca
haul rate in the North Bay is higher than what was assuned
by CDI, we do not support their proposed allowance rate
for mlk nmoving fromthe North Bay into the Bay Area.

Wth regard to CDI's proposed changes to

al  owance rates in southern California, we are generally
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supportive of their proposed rates in the zero to 89 mles
bracket and the 89 to 139 niles bracket. But CDI's
proposed al |l owance rates on the highest nileage bracket
appears to enploy a shortfall of about 10 cents per
hundr edwei ght based on the CDFA data that we were | ooking
at. We would argue that since nmilk noves regularly from
nore than 139 nmiles to serve the Class 1 market,
shortfalls should be no nore than a few cents. Dairy
Institute is supportive of CDI's proposed adjustnents to
transportation credits for mlk and condensed ski m sourced
at plants in Los Angel es County.

Land O Lakes: Dairy Institute generally
supports LOL's proposed adjustnments to credits and
al l omances for bulk mlk to the extent they are cost
justified. However, increases in transportation credits
applicable to m |k and condensed skim shipments from
supply plants in Tulare County nust be acconpani ed by
adjustnents in the transportation credits applicable to
m | k and condensed shipnents originating in plants in Los
Angel es so that conmpetitive parity is maintained.

Wth respect to transportation allowances on mlKk
noving fromthe South Valley into southern California, we
believe the shortfall of approximtely 13 cents in the
over 139 niles bracket is excessive. Again, the allowance

rate should nore closely align with the cost difference
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between the | ocal haul and the haul to the higher-use
plants in southern California, with any shortfall being no
nore than a few cents.

Dairy Farnmers of America: Dairy Institute
general |y supports DFA' s proposal to increase
transportation all owances for nmilk noving into the Sol ano
receiving area to the extent that such changes are cost
justified being here. However, the proposed rates could
create sone conpetitive inequities with other Class 1
plants, particularly with respect to mlk in North Bay and
sout hern Sacranento and San Joaqui n counti es.

The inequities could be addressed through
adj ustnments to the mileage brackets applicable to the
Sol ano receiving area. For exanple, Petaluma is |ocated
approximately 40 nmiles fromthe Sol ano plant. But
Sebast opol, which is also part of the North Bay m |k
supply area, is located 59 mles fromthe Solano plant. A
m | eage bracket that breaks at 44 miles would split the
Sonorma nmi |l k supply and perhaps encourage nore distant mlk
to be shipped rather than closest mlk to the Sol ano pl ant
since a higher allowance would apply to that nore distant
mlk. A mleage bracket structure that applies the | owest
rate for zero to 60 mles, the next |owest rate for over
60 to 99 niles, and then a highest rate for hauls over 99

m | es shoul d address sone of the competitive problens
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posed by DFA's proposed all owance rates.

Security mlk producers: Dairy Institute
supports the all owance rate changes proposed by Security
to the extent that they are cost justified and conformto
the general principles we've outlined earlier in our
testimony. W do note that the proposed all owance rate
for the "over 139 niles" m|eage bracket appears to
overconpensate producers for the difference between the
| ocal haul cost and the southern California haul cost by 2
to 3 cents per hundredwei ght per CDFA data.

Call provisions: Dairy Institute supports the
continuation of the call provisions. Under these
provi sions, handlers are given an incentive to voluntarily
supply mlk for fluid uses when call provisions are
i mpl enented. The existence of the call provisions
pronmotes supply handl ers buil di ng busi ness rel ati onshi ps
with fluid customers to voluntarily release market mlk
such that both seller and buyer can better plan such mlk
shi pments. Wthout the call provisions, supply handlers
have |l ess incentive to build such ongoing rel ati onshi ps,
whi ch coul d exacerbate disorderly and chaotic m |k
novenments in energency short supply situations.

Dai ry markets are unpredictable and the cal
provi sions are necessary as a standby nechani sm shoul d

they be rapidly and expectedly needed. Unanticipated
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weat her conditions, rapidly changi ng manufactured product
prices, and cost/price squeezes have caused sudden changes
in mlk production patterns in the past and the cal
provi sions have helped maintain m |k supply availability.
The call provisions are the only neans within the
mar ket i ng and pooling systemto make quota m |k avail abl e
for priority uses.

Regi onal quota adjusters: Dairy Institute
supports a continuation of the RQAs on the grounds that
our nmenbership believes that quota hol ders have an
obligation to ensure that Class 1 narkets are served
RQAs provide, albeit indirectly, pool revenues that are
available to fund transportation allowances and credits.
We do not support any changes to the RQAs at this tine.

Thank you for the opportunity to testify. |
woul d like to request the opportunity to file a
post-hearing brief. And I'mwlling to answer any
guestions you may have at this tine.

HEARI NG OFFI CER ESTES: Your request is granted.
Pl ease provide it to the Department, as previously
menti oned here in today's hearing.

Do we have questions fromthe panel at this tine?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  Dr.
Schi ek.

DR. SCHI EK: Yes, Dr. Erba.
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DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Rat her
than go forward with what you proposed, to create a new
North Bay receiving area, are you consenting to changing
the Bay Area receiving area by sinply by adding a third
m | eage bracket an including Sonoma and Marin counties as
part of the receiving area?

DR. SCHI EK: No, | think we would still prefer to
see a separate North Bay receiving area. But what we're
saying is, if the Departnent prefers sinplicity, |
suppose, fewer nunbers of receiving areas, the conpetitive
i ssues could be acconmpdated in a manner simlar to what
was proposed by Clover today, which was, you know, using a
different mleage bracket and including themw th the Bay
Area, and a |ower allowance rate.

So it's an alternative, what we're saying, to
address the situation. But we still think a separate
recei vi ng area nakes nore sense.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Okay.
When you spoke to DFA' s proposal you had suggested
changi ng sone m | eage brackets --

DR. SCHI EK:  Yeah.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

-- where they currently exist?

| understand what you're trying to do there.

Did you want to -- are you in support of DFA's
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new y proposed rates or the current rates?

DR. SCHI EK: Like | say, we're supportive of
maki ng adj ustnents to those rates 1) if they're cost
justified and 2) subject to the conpetitive concerns in
the North Bay area that we've outlined. So, basically
we're | ooking at their rates and the nunbers they've
provi ded, which | can't necessarily coment on, you know,
their accuracy. And, unfortunately, although M. Tillison
did an adnirable job reading their testinony, he's not
able to answer questions specific to those rates. But,
you know, the rate -- the proposed rates appear to be cost
justified. So the only nodification would be, you know,
dependi ng on how -- what you deternm ne the appropriate
haul rate from North Bay into the Bay Area is, you would
adjust the all owance rates in Solano, in the North Bay and
in the Bay Area so that there's a net haul rate for
producer in the North Bay shipping in those plants that's
virtually identical

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: DFA
also testified that they would support and pronote no
shortfall in any of the m | eage brackets. You seemto
i ndicate that there should be at |east sonme shortfall
Can you speak to that?

DR. SCH EK: The -- | think we would be frankly

not opposed to a no-shortfall concept. But | recognize
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that there's a desire to ensure mlk closer in nmoving
first.

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Sure.

I think we tend to take a little bit broader
vi ew, because one of the issues is sone tines it closes --
in-mlk is controlled by one supplier. And when there's a
strong di sincentive on the farther away m |k versus that,
it creates a market power situation for the supplier that
controls the closer-in mlk. And our viewis that -- you
know, that may be okay for a while. But at sone point
dependi ng on the behavior of that supplier, processors may
be encouraged to |l ook for m |k supplies out of state if
they can get them cheaper. And our viewis the nore
conpetition there is anpbng the California suppliers for
that Class 1 milk, the nore likely it is that we're going
to be able to supply Class 1 plants in California with
California mlKk.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ri ght.

Thank you.

M LK POOLI NG BRANCH CHI EF LEE: Regarding CDI's
testi nony regardi ng condensed -- transportation credits on
condensed skim -- movenent of condensed skim what's the
Dairy Institute's feelings on that issue?

DR. SCHI EK: | knew you were going to ask ne

this.
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If your nenory is better than mne, you probably
will remenber that at the hearing on transportation
al l omance and credits a year ago we opposed i ncl udi ng
credit for condensed skim Qur argunent was that
historically we haven't had credit for condensed skim and
so rel ationshi ps had been devel oped for procurenent of
condensed skimthat didn't necessarily match up with | oca
m | k sheds; and, therefore, there was an incongruity
bet ween | ocal nmilk sheds and al |l owances in credits and
where condensed skimis nornmally procured. So that was
why was we opposed it.

However, now that we've had it for a year, and
peopl e's contracts and procurenent patterns have changed,
| think probably what we would argue for is regulatory
consi stency. | nmean now that people have contracts in
pl ace, they are responding to these condensed skim
credits. To then yank themout | think is disruptive.
And so | think at this point we would argue for their
conti nuance.

M LK POOLI NG BRANCH CHI EF LEE: Thank you.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
guesti ons.

HEARI NG OFFI CER ESTES: Any additional questions?

Al'l right. Thank you for your testinony.

HEARI NG OFFI CER ESTES: Before we proceed to Land
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O Lakes we're going to take a five-ninute break.

| also might note for those -- the rest of you
that are here, if you have not signed the witness list and
if you want to testify today, please go to the back of the
roomto do so

(Thereupon a recess was taken.)

HEARI NG OFFI CER ESTES: All right. W are
reconvening at this tine. So if people would please sit
down and allow us to commence the hearing.

Al right. W're going to procedure with the
alternative petition for Land O Lakes at this tine.

Do you swear or affirmto tell the truth and
not hing but the truth today?

MR. CRUEBELE: | do.

HEARI NG OFFI CER ESTES: Coul d you pl ease state
your name and spell your |ast nanme for the record

MR. CRUEBELE: Janmes G uebele Gr-u-e-b-e-|-e.

HEARI NG OFFI CER ESTES: And could you -- you're
here appearing on behal f of Land O Lakes today. Could
you describe the basis by which you' ve been authorized to
represent themtoday.

MR, GRUEBELE: M testinony was approved by the
Board of Directors.

HEARI NG OFFI CER ESTES: | see you've introduced a

written statement, which I assune will conformto your
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comments here today?

MR, GRUEBELE: | will probably skip sone of the
comments verbally. But | expect that the witten coments
will all be included.

HEARI NG OFFI CER ESTES: All right. So we will
introduce theminto the record as Exhibit No. 50.

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 50.)

HEARI NG OFFI CER ESTES: And you have hal f an hour
to present your testinony today in support of the Land O
Lakes alternative petition.

MR. GRUEBELE: Pardon?

HEARI NG OFFI CER ESTES: You have hal f an hour to
present testinony in support of the alternative position
by Land O Lakes.

And pl ease proceed.

MR, GRUEBELE: M nanes is Janmes W G uebel e
Dairy Industry Consultant, 7196 Secret Garden Loop
Roseville, California. | amtestifying on behalf of Land
O Lakes, which handl es about 14 mllion pounds of mlKk
per day and has a California nmenbership of about 249
producers. This excludes Orland. There are ten producers
that operate dairies in southern California as nmenbers of

our cooperative. W appreciate the call of the hearing on
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a very inportant issue

And | won't read the rest of that. | think we
know what the purpose of the hearing is. So I'll just go
on to Land O Lakes' proposal

Qur alternative proposal is to anend the southern
California mlk stabilization plan by adjusting the
transportation credit for Riverside and San Di ego Counties
and for Los Angeles, Orange and Ventura counties.

The specific proposal is as follows:

We propose to increase the transportation credit
from 60 pent 75.25 cents per hundredweight for m |k noving
on a plant-to-plant basis from Tulare County to Los
Angel es, Orange and Riverside counties.

Sorry. |I'Il correct that statement.

Pl ease note that it should say Ventura stead of
Ri versi de

Secondly, we propose an increase in the
transportation --

HEARI NG OFFI CER ESTES: Excuse ne, Dr. Gruebele.
Could you do ne a favor. Could you refer to the line in
your testify where that's | ocated.

MR. CRUEBELE: Yes, it looks like it's 1, 2, 3,

4, 5 -- the 6th line, it says, "Riverside counties." It
shoul d say, "Ventura."

HEARI NG OFFI CER ESTES: Okay.

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

95

MR. GRUEBELE: Secondly, we propose an increase
in transportation credit from68 to 83.5 cents per
hundr edwei ght for mlk nmoving from Tul are County to
Ri versi de and San Diego counties. W also are proposing a
transportation credit for condensed skimat 81.25 cents
per hundredwei ght for condensed skim noving from Tulare to
Los Angeles, Orange and Ventura counties and a 89.5 cent
per hundredwei ght credit for condensed skimfrom Tul are
County to Riverside and San Di ego counties.

The math is as follows: The current hauling rate
on a plant-to-plant basis from Tulare to Los Angel es,
Orange and Ventura counties is $1.0225 per hundredwei ght
and the current area differential is 27 cents per
hundr edwei ght, a difference of 66 cents per hundredwei ght.
The current transportation credit is 60 cents per
hundr edwei ght, so we -- so there's a shortfall of 15.25
per hundredwei ght.

| believe the -- | see another typo. And that's
in the second full paragraph, 1, 2, 3 -- the 4th line. A
di fference of 66 cents per hundredwei ght should say 75.25
cents per hundredweight. | apol ogize.

The hauling rate for mlk on a plant-to-plant
basis from Tulare to Riverside County is $1.105, and the
current area differential again is 27 cents on the

hundr edwei ght, a difference of 83.5 cents per
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hundr edwei ght. And -- and that is correct.

The current transportation credit is about 68
cents per hundredwei ght. Leaves us a shortfall of 15.5
cents per hundredwei ght for mlk hauled from Tulare to
Ri versi de County.

On condensed, the hauling rate are the sane as
stated above. However, the area differential for Class 1
is onthe fluid side. The difference in the fluid price
bet ween southern California and northern California is
. 0031 per pound. Condensed skimis 32 percent solids,
| eavi ng 68 pounds of fluid carrier. The area differentia
for condensed skimis 21 cents per hundredwei ght, which is
achieved by multiplying 68 pounds tinmes .0031 per pound of
fluid carrier.

Therefore we are proposing a transportation
credit of 81.25 cents per condensed skim shipped from
Tul are to Los Angel es, Orange and Ventura counties and
transportation credit of 89.5 cents for condensed skim
shi pped from Tulare to Riverside and San Di ego counti es.

The | anguage reads as in down -- as stated in the
Ml k Stabilization Plan, so | will not reread all that
i nformation.

To sumup the information by the maxi num
production per pound: Tulare County, 89.5 cents to

Ri versi de or San Diego counties; and Tulare County to
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Orange, Los Angel es and Ventura counties. W are not
necessarily objecting to and adjustment for Los Angeles
County. We had no basis to nake any reconmmendati on
because we didn't have any hauling costs information for
Los Angel es County and San Di ego, Riverside, Orange or
Ventura counties. So that's why we left it at 24 cents
per hundredwei ght.

The schedul e for condensed skimis Tulare County
to Riverside or San Diego counties, is 89.5; and from
Tul are County to Orange, Los Angeles or Ventura counties
is 81.25.

Transportation all owance proposal

To make California nore conpetitive with
out-of -state sources and to provide nore producer equity,
we are recomendi ng two i nportant changes in
transportation allowance. One is to change the current
transportation all owance to account for the increased
haul i ng costs.

And the second is to |linmt the supply counties
for the transportation allowance system Based upon the
| ocal haul to manufacturing facilities and the |ong
di stance haul to Class 1 plants in southern California, we
are proposing an adjustnment in the transportation
al  owance from 43 cents to 47.75 cents per hundredwei ght

for the mleage bracket between 89 to 139 miles fromthe
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South Valley to southern California markets.

Land O Lakes is not noving mlk on a
ranch-to-plant basis from Tul are County. But CDI has
requested an adjustnent in the transportation all owance to
cover producers over the 139 miles. W have no objection
to their request. For plants located in the southern
California receiving area which shall consist of counties
Los Angel es, Mno, Orange, Riverside, San Bernardi no and
Ventura counties that fromzero to 89 nmiles the
transportation allowance should remain at 9 cents per
hundr edwei ght and over 89 niles the transportation
al l omance shoul d be established at 20 cents per
hundr edwei ght .

The reason for the 20 cents is it represents the
di fference between the | ocal haul to the manufacturing
facility and the l|onger distance haul to a Class 1 plant
in the deficit area.

The current transportation allowance of 43 cents
per hundredwei ght from89 to 139 miles is sinply too |arge
for producers located in high desert region. Those
producers are overconpensated for the haul cost to the
Class 1 plant in southern California.

While we realize the Departnent has changed
policy sonewhat to use concentric circles in establishing

transportation all owances, we would argue the principle of
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the short distance haul to a manufacturing plant and a
| onger distance haul to a Class 1 plant is still being
utilized by the Departnent to establish transportation
al  owances for Kern and Tul are counti es.

For the sake of consistency it would seem
reasonable to apply that principle to say m |k being
shi pped fromthe San Bernardi no County to deficit Class 1
distributing plants in southern California.

We recommend the elinmination of Fresno County and
all other counties not |listed below as supply counties for
the transportation all owance system Based upon the
i nformati on avail able, there are nore than adequate
amounts of milk available from Kern and Tulare counties to
suppl enent the Class 1 requirenments of fluid mlk
operations in southern California on a ranch-to-plant
basi s.

Section 921:

I won't read that |anguage. 1'Il sinply go to
Item No. 1 on page 4.

From I nyo, Los Angel es, Mono, Orange, Riverside,
San Bernardi no and Ventura counties, the foll ow ng
transportation allowances will apply: Fromzero to 89
mles, 9 cents per hundredwei ght; over 89 nmiles, 20 cents
per hundredwei ght.

From Santa Barbara, San Di ego, Inperial, Kern,
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Kings and Tul are counties, fromzero to 89 miles, 9 cents
per hundredwei ght; from89 to 139, 47.75 cents; and over
139, 58 cents per hundredweight. But | already stated in
ny formal testinony that we don't object -- we didn't have
t he nunbers because we didn't haul mlk in Tulare -- we
don't object to the CDI proposal

For San Diego, the same rate, 9 and 20, apply.
And the sane rates apply fromzero to 89, 89 to 139, over
139, again with the caveat that was stated before.

Justification:

Southern California is a deficit market. There
has usually been a shortfall on the transportation credit
programin California. |In light of the increased need for
out-of-area mlk in southern California due to the dairies
novi ng from southern California into other California
areas and to out-of-state | ocations and the dramatic
i ncreased threat of out-of-state mlk as a source of mlk
for California processors, we are advocating no shortfal
in the transportation credit program

M Ik needs to nove from surplus producing areas
in the South Valley to southern California either on a
pl ant-to-plant or ranch-to-plant basis. Tables 1 of the
7m tabl es made avail able by the Departnent at the | ast
hearing nake the point. | realize that tine is linited,

but for an historical standpoint, the docunent prepared
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for the 2003 hearing has val uable i nformation, and we
woul d be grateful if the Departnent updated that
i nformati on because it is useful to identify sources of
mlk. And we as an industry would really appreciate it.

This is especially inportant now because of the
recent court decision. |Is other source nmlk growing as a
result of the Court decision? Based upon information made
available in the pre-hearing workshop for April 2004, the
direct shipnment of mlk on a daily basis from southern
California ranches to southern California plants total ed
11, 380, 831 pounds per day. But the direct shiprments from
northern California to southern California plants anounted
to 6,596,507 pounds on a daily basis.

The plant transfer fromnorthern California to
southern California amunted to 1,599,401 pounds per day.
The bad news is that the other source of mlk -- this is
using March 2004, the last tinme it was reported --
anounted to 3,504, 288 pounds per day. The ampount of other
source mlk, out of state, was twice as |large as the plant
transfers fromnorthern California to southern California.

Assum ng that all the other source milk in March
2004 had been utilized in southern California -- and we
know that is not the case -- then the other source mlk
plus northern California mlk, both ranch-to-plant and

pl ant-to-plant, would represent about 50 percent of the
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total mlk used in southern California. |n other words,
southern California is definitely a deficit market and is
becom ng nore so

Producer m |k used for Class 1 purposes is paid
the highest price. But this neans that the producers have
the responsibility to serve that market and to support the
m | k novenent programs to ensure there are adequate
ampunts of mlk available for Class 1 processors at class
prices plus a reasonabl e service charge

Equal raw product costs:

To mai ntain equal raw product costs for
California fluid operations it is necessary to update the
transportation credit to reflect the cost of noving mlk
from Tulare into southern California. And | won't repeat
t hose nunbers because really | verbalized them before, so
| don't need to repeat that.

As everyone knows, packaged mlk is being
imported -- this is the last phrase on page 5 -- mlk
inmported into a California plant froma plant in Arizona
that is totally unregulated. This is going to be a very
serious problemfor plants that are required to pay the
southern California Class 1 mlk price used for fluid
purposes. In addition, we all know about the court case
with respect to other source nmilk. This mlk is no |onger

pooled. It is extrenely inportant that we meke
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adjustnents to the transportation all owance and credits in
order to conpete nore effectively with out-of-state bul k
and packaged m | k.

Hi stori cal Precedence:

The Departnent of Food and Agriculture froma
hi storical standpoint has always made cost-justified
adjustnments in transportation credit or area differentia
to enable the novenent of milk on a plant-to-plant basis.

The Departnental Exhibit 7d Table 1 shows a
summary of changes in transportation credits and area
differentials. Starting in 1980 the area differential was
55 cents per hundredwei ght, which at that time reflected
the cost of plant transfers.

In 1981, the concept of transportation credit was
i ntroduced. Instead of increasing the area differentia
from55 to 61 cents, the decision was nmade to establish a
transportation credit of 6 cents per hundredwei ght.

The chart shows that the area differential was
decreased from55 to 40 cents in August 1982, but the
transportation credit increased from®6 cents to 22 cents
per hundredwei ght.

In 1983, the conbination of the area differentia
and the transportation credit decreased by 2 cents per
hundredwei ght. I n 1984, however, it was increased by 2

cents. In 1988, there was another 2 cent increase, and in
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1989 there was another 2 cent increase, and another 1 cent
increase in 1991. There was a 5 cent increase in 1994,

In 1996, the area differential was reduced to 27
cents, but the transportation credit noved from 27 cents
to 50 cents per hundredweight. So the total conpensation
was increased by a total of 4 cents per hundredwei ght.

The transportation credit in 2003 was increased
from50 to 60 cents per hundredweight for m |k noved from
South Valley into the Los Angeles deficit market. And
there was a separate transportation credit of 68 cents for
m |k nmoved into Riverside County.

This history clearly shows the Departnent was
willing to make cost-justified adjustnments in the area
differential and/or transportation credit.

Plant-to-plant mlk novenent is efficient:

Hi storically, Land O Lakes has supplied our
custoners with standardi zed milk products. In the case of
Los Angel es County plants, this tends to be skimmlk. In
the case of the Riverside plant, it is 2 percent mlk, 1
percent m |k, or whatever their needs are. |In any case,
because of the California standards it is necessary to add
solids to the mlk and, furthernore, the |ower fat
products are very proninent. The supplying of
st andardi zed products avoi ds the unnecessary novenent of

unneeded fat in both directions. |In any case, a |large
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manuf acturing plant |like Land O Lakes are highly
efficient in performng the functions |ike separating mlk
into cream and skim and they are highly efficient in
produci ng condensed skim

Qur contention has al ways been that the
plant-to-plant mlk nmovement was a very efficient way to
service the southern California market. And the study
that -- | didn't refer to in this particular testinony but
in a previous testinony, the study by the Departnent
rei nforces our contention.

Tailored nmilk for Riverside County:

Qur Riverside customer buys tailored mlk from
Land O Lakes' operation in Tulare. OQur other customers
buy standardi zed product like skimmlk. The reason is
obvious. There's a greater need for skim and solids than
there is for fat. While sonme may argue you this provides
an advantage to these plants, our observation is that this
opportunity for tailored mlk is available to al
processi ng pl ants.

Secondly, our customers pay for standardization
Qur custoners do receive mlk fromranch to plant. But
the standardi zed products can be nade available only on a
pl ant-to-plant basis. 1In the case of one of our Los
Angel es custoners, a considerable anount of product on

pl ant-to-plant novement is skimmlk. The tailoring of
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mlk is an efficient way to service a fluid operation in
t he southern California market.

I"mgoing to skip the rest of page 7, all of page
8, and go to page 9.

Land O Lakes is not conpetitive in California:

If Land O Lakes charges customers enough to
cover the shortfall in the transportation credit, then our
custonmers w Il have higher raw product costs than their
conpetitors.

Land O Lakes needs to be conpetitive with
out - of -state sources:

It is extrenely inportant that California mlk is
conpetitive with out-of-state sources. And that certainly
i ncludes the plant-to-plant shipnents fromLand O Lakes
to Class 1 milk plants in Los Angel es and Riverside
counties. This is now even nore inportant because of the
recent court decision. As nmentioned earlier, Schedule 1
shows Table 1 of 7mtables made avail able by the
Department for the 2003 heari ng.

Thi s schedul e shows the direct shipnents from
southern California to southern California plants on a
daily basis fromJuly 1985 through March 2003. It shows
the direct shipnments fromnorthern California to southern
California plants for the sane period. It shows the plant

transfers fromnorthern to southern California plants for
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the sane period. It shows the shipnents and transfers
fromother sources on a daily basis from January 1993
t hrough March 2003.

It al so shows the production of exenpt mlk and
pl ant transfers from southern California to northern
California. The data clearly show that plant transfers
have been reasonably consistent for this entire period.
The volune transferred in this way exceeded two mllion
pounds per day in early 1987 and again in 1989 and in
1990; then it declines sonewhat by 1998, then reached a
low point in early 200l. But since Septenber 2001 the
vol unes again grew to over two million pounds per day.
The volunme for March 2003 was one and a half million
pounds per day. The bad news is that there was al npst
twice as much nmilk being shipped into California from
out -of -state sources than is being supplied on a plant
transfer basis in California.

The other source mlk has been growing. W did
an analysis of the overall pool effect of out-of-state
sources of mlk. The inpact in May 2002 was approxi mately
6.7 cents per hundredwei ght and the inpact for January
2003 was 6.5 cents per hundredweight. The total cost to
California for out-of-state mlk totals $19 mllion for
all of 2002. It was alnpst $2 mllion for January 2003.

The Departnent estimated the cost of Land O

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

108
Lakes' proposal for a transportation credit adjustnent.
Their estimte shows that the nmonthly additional cost to
t he pool would be about $70,000. For May 2004 this added
cost would amount to about .0023 per hundredwei ght as far
as the overall pool is concerned.

VWhat if the anmpbunt of milk transferred by Land O
Lakes was going to be supplied by out-of-state sources?
Dependi ng on the nonth used, the analysis shows it would
be far nore costly to lose those Class 1 sales to
out-of -state sources. My estinmate is that it would cost
at least ten tines nore

The decision on the transportation credit as a
result of this hearing, in my opinion, will have inportant
i mplications on the conpetitive position of California
sources of mlk as conpared to out-of-state sources for
mlk for Class 1 nmilk purposes.

Justification for the changes in the
transportation all owance:

Again, as in the transportation credit program
it is essential to adjust the transportation allowance in
California when the hauling rates warrant such changes.
Plants in the deficit markets need the producer m |k and,
in fact, the needs are greater today than in the past
because of the continued exodus of producers fromthe

southern California mlk shed.
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Again, California needs to be conpetitive with
out-of -state sources of nmilk and so needed adj ust nent
shoul d be nmade so that producers in the relevant supply
areas are no longer -- are no worse off supplying Class 1
pl ants than supplying mlk to a manufacturing facility.
It is inportant to encourage mlk to nove for Class 1
pur poses. However, as nentioned earlier, there are cases
where the Departnmental policies have resulted in sone
producers bei ng overconpensated in nmoving mlk to Class 1
mlk plants. For the sake of producer equity, for over 89
mles the transportation all owance should be adjusted to
20 cents instead of the current 43 cents for producers in
the Barstow area shipping mlk into Class 1 mlk plants.

I want to reenphasize that point in the next
par agr aph.

Rel i abl e sources indicate the hauling rate from
Barstow area to the greater Los Angeles area is 54 cents.
For over 89 miles to 139 mles the current transportation
al lowance is 43 cents. And if the Departnent grants an
i ncrease by a nunber of the hearing participants today to
about 48 cents for over 89 miles and |l ess 139 mles, then
the net haul cost for these producers will be only 6 cents
per one hundredwei ght. Where in all of Californiais
there a hauling cost of only 6 cents per hundredwei ght for

moving m | k? Froma producer equity standpoint, Land O
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Lakes believes that the transportation allowance fromthe
Bar stow area should be reduced fromthe current 43 cents
to 20 cents her hundredwei ght.

It is extrenely inportant to have programs built
on principles under a state or federally regulated system
This in large part has been adhered to by the Departnent
of Food and Agriculture. Over the years, for exanple, the
Departnment used the area differential to reflect changes
in freight costs for plant transfers of mlk fromthe
surplus producing area into deficit markets. Fromthe
st andpoi nt of |ocation economcs, this program policy made
sense. The location differentials were used to conpensate
for the ranch-to-plant novenent of mlKk.

The principle there was that the producer should
be not di sadvantaged for serving the Class 1 m |k market.
Therefore under the current transportation all owance
program t he producer shoul d be conpensated for the
di fference between the Iong distance haul to a Class 1
pl ant and the shorter distance to a nmanufacturing
facility.

The California producers have a responsibility to
ensure that all Class 1 needs of the California process --
or the mlk processors are net. And in California this
i ncludes the provision to pay for the mlk incentive

programs. Pool ed manufacturing plants also have a
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responsibility to make mlk available for Class 1 purposes
where there is a need to do so.

Pl ants nmust be willing to give up mlk for Class
1 purposes where there's a need. All pooled manufacturing
plants in California have that responsibility. However,
just as in the case of the ranch-to-plant novenent of
m |k, the plants should not be disadvantaged in moving
that mlk into Class 1 plants on a plant-to-plant basis.

The economic theory referred to earlier called
for a price difference between the surplus and deficit
markets that is large to cover the cost of freight in
moving mlk into Class 1 distributing plants. The plants
using the transportation credit program should be
conpensated for the freight costs in nmoving mlk to
market. In any case, a manufacturing cooperative |ike
Land O Lakes should be able to charge reasonabl e service
charge to conpensate for the services rendered, |ike
standardi zing m |k, and for making m |k avail abl e when
needed.

Even when those reasonabl e service charges are
made, it does not conpensate a firmlike Land O Lakes for
the opportunity costs for processing nanufactured products
when giving up that mlk for Class 1 purposes. In ny
opi nion, that should be enough of a cost to pay for the

privilege of being pooled under the California system
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But nore than anything else, California producers
face significant conpetition from out-of-state sources.
This is a major challenge. Adjustments to the
transportation credit and all owance program may be only a
smal|l part of the solution to the out-of-state mlk
probl em

The cost for not adhering to these principles
could be very large. W nust renenber that out-of-state
producers have an incentive under statute to nove mlk
into California because of the different between the
California Class 1 price and the blend prices in whatever
mar ket such producers m ght be | ocated. The anount of
out-of-state m |k has been grow ng.

And dependi ng on the final outcome of court
proceedi ngs, appeals and the |ike makes the out-of-state
m |k problema major problem W need to do everything we
can to make California m |k nore conpetitive with
out-of -state sources. Making the needed adjustnents to
the transportation credit and all owance prograns can help
to do this.

The final principle is that the Cass 1 handlers
nust be able to achieve equal raw product costs. This is
al ways a challenge in a market that is deficit. The
adj ustment of the transportation credits in southern

California will help to acconplish this goal
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We appreciate your call of the hearing.

HEARI NG OFFI CER ESTES: Do you want the
opportunity to file a post-hearing brief?

MR. GRUEBELE: Yes, we woul d.

HEARI NG OFFI CER ESTES: COkay. Your request is
grant ed.

Do we have any questions at this time?

M LK POOLI NG BRANCH CHI EF LEE: Just for
clarification.

M. Gruebel e, on page 2 of your testinony you
menti oned a mexi mum deducti on program from Los Angel es
County to the designated counties of 24 cents.

Is the current rate -- should it be 34 cents?
Just for clarification

MR. CRUEBELE: Thank you. Yes. Sorry about
t hat .

M LK POOLI NG BRANCH CHI EF LEE: But you weren't
asking for 34 --

MR. GRUEBELE: Yes. And we had no basis for
changing it to 34 cents, that's correct.

M LK POOLI NG BRANCH CHI EF LEE: Thank you.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Dr.
Gruebel e, in a nunber of your cal culations for how you
came up with the proposal, you used a haul rate from

Tulare to Los Angeles or into Ventura counties of $1.0225.

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

114
And yet | see no justification as to where that nunber
came from Can you explain where you got that nunber?

MR. CRUEBELE: That nunber cane from Ki ngs County
Truck Lines. | called them and got the rate.

And in ny post-hearing brief | will supply the
docunentation to support that.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

Excellent. And I would have asked you to supply
t he docunentati on.

MR. GRUEBELE: Thank you.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  You
trunped nme again.

On page -- starting on page 3 -- you've actually
mentioned it several tines throughout your witten
testi mony and your spoken testinobny -- the idea that the
producers in the high desert area are overconpensated.

Do you know how nuch milk is coming in fromthe
hi gh desert?

MR. GRUEBELE: | think that there was sone
docunents that were provided in the pre-hearing workshop
But | don't remenber what the number is, no.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Okay.
My concern is that -- and the overconpensation for those
particular -- that particular group of producers had been

mentioned in this hearing and in previous hearings as
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well. M concern is that we're going to cast a net, a
very large net to catch a very small nunber of fish. What
I nean by that is you' re going to change a bracket that
applies to a |l arge nunber of producers and a | arge vol une
of mlk to correct a problemwhich | think is a pretty
smal | nunber of producers and a pretty small volunme of
mlk.

Is there a better way of doing that than trying
to adjust this large bracket to address what | think is a
fairly small problenr

MR. CRUEBELE: Well, |I'mnot sure | understand
your point, other than to say that | have specifically
identified that the rate from Los Angel es, Mno, Orange,
Ri versi de, San Bernardi no, and Ventura counties identified
the source -- if that helps any -- and adjust the over 89
mles to be 20 cents per hundredwei ght.

Does that satisfy your question?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

Perhaps it will. |'mnot very sure about that.

MR. GRUEBELE: What |'m saying is the over 89
mles for -- from Santa Barbara, San Di ego, |nperial,
Kern, Kings, and Tulare counties would still be -- we are
proposi ng should be increased from43 to 47.75. Wiat |I'm
suggesting is we identify the county of source as well as

the destination to adjust for the 89 mles for the Barstow
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area.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
And t hen maybe that would take care of the problem [|I'm
not sure. Thank you.

I have no further questions. Thank you.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: M.
G uebel e, on page 5 of your testinony you tal k about the
responsi bility of the producer to serve the Class 1
mar ket. And you indicate that the producer has that
obligation to serve at the Class 1 price plus a reasonable
service charge. That differs considerably fromDr.
Schiek's testinony earlier that the announced class prices
shoul d be sufficient to attract a Class 1 narket.

Coul d you perhaps speak to the difference in
opi ni on between yourself and M. Schiek

MR. CRUEBELE: Well, | think that -- there are
certain services that are being rendered. | think it's a
matter of definition of what is reasonable and what is
unreasonabl e as far as prem ums are concerned. And

think that nmay be Dr. Schiek's point, that there are

services that are being rendered by plants -- that supply
pl ants, and there should -- you know, a reasonable service
charge should be rendered in that particular case. |I'm

not sure that Dr. Schiek would disagree with that as |ong

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

117
as that's reasonabl e and not unreasonabl e and we have a
pure premium | think it's a question of whether it's a
pure prem um or whether it's for services rendered.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: So
you intend to buy service charges -- services provided to
your custoner for tailoring some of the mlk that you
supply thenf

MR, GRUEBELE: That would be an exanpl e, yes,

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
one followup question. | should have made a note here,
and | forgot. That's why you kind of left ne hanging
there in your response.

Wuld it be easier or better to do sonmething with
the m | eage brackets to deal with the high desert
producers rather than try to set up a separate rate
structure for particular counties?

MR, GRUEBELE: It happens that | think that there
are -- nost of the producers, as | understand it -- and we
don't -- they're not our producers, so | had to get
information fromthe firmthat those producers belong to.

It is ny understanding that nost of the m | eage
bracket is covered between 89 and the 134 -- the 139.
There was a year ago one producer that was |ocated nore

than 89 mles fromthe market. And | don't know that to
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be the case currently, because | was not able to obtain
that information.

But I'm not sure how you would do it since those
producers are also | ocated between 89 and 139 niles, what
nm | eage bracket we would want to select to correct that
problem | would have to defer to the firmthat has those
producers and that market to see whether sonething el se
could be done. And I would be willing to do so in the
post-hearing brief nake some comments if that's rel evant,
if some other nmethod could be -- if sone other procedure
could be used to accommpdate that particular situation

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: That
woul d be terrific if you could do that. Thank you.

MR. GRUEBELE: Thanks.

HEARI NG OFFI CER ESTES: |s the panel concl uded
wi th the questioning?

Al right. WeIIl, thank you for your testinony
t oday.

The last alternative petition today is for
Security MIk producers Association

Do you swear or affirmto tell the truth and
not hing but the truth today?

MR. PERKINS: | do.

HEARI NG OFFI CER ESTES: Coul d you pl ease state

your name and spell your |ast nanme for the record
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MR. PERKINS: Hank Perkins P-e-r-k-i-n-s.

HEARI NG OFFI CER ESTES: And coul d you pl ease
expl ai n how you' ve been authorized to appear and testify
on behalf of Security M|k Producers Associ ation today?

MR, PERKINS: The Security MIk Producers
Associ ati on Board of Directors has approved ne to testify
today in their July 14th neeting.

HEARI NG OFFI CER ESTES: | see.

You' ve passed out a witten statenent. Wuld you
like that introduced into the record today?

MR. PERKINS: Yes, | would.

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 51

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 51.)

HEARI NG OFFI CER ESTES: So pl ease proceed with
your testinony.

MR, PERKINS: M. Hearing O ficer and nenbers of
t he panel. M nane's Hank Perkins. And |I'm here today
representing Security MIKk Producers Association, a
cooperative of dairynen in California, Arizona and Nevada.

The Board of directors for SMPA approved this
testinmony at their July 14th, 2004, neeting. W would

like to thank the Departnment for calling this hearing to
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address the serious situation facing California producers
regardi ng high fuel and energy costs and equitable
transportation allowances. At this tinme SMPA respectfully
submts its testinony in these areas.

Pooling Plans for Market M Ik Section 921.2(e):

Today's market transportation costs have clinbed
in all areas. This fact is supported by the attached
conpari son of hauling rates prepared by the Dairy
Mar keti ng Branch of CDFA. The npbst recent data through
April 2004 indicates increased hauling rates in all areas.
Fuel surcharges are a mmjor factor as they now average
approxi mately 12 percent.

According to the survey, a dairyman in Tulare
ships mlk to a Class 1 plant in Los Angel es and has an
average haul rate of .972 per hundredwei ght. The current
system pays that dairyman 58 cents per hundredwei ght
transportation all owance, an anount that hasn't changed
since 1994. Gving an effective cost of .972 mnus the 58
equal s .392 per hundredweight to supply mlk to a bottling
plant in Los Angeles from Tul are County. The current
| ocal conpetitive rate shown in CDFA's conparison is .254
per hundredwei ght. The 392 m nus the 254 equals 13.8
cents per hundredwei ght shortfall

To further enphasize the situation, today's

transportation is barely able to nmeet all of the demands.
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Therefore the hauling costs seen by SMPA have been cl oser
to a dollar one per hundredwei ght, yielding a shortfall of
. 176 her hundredwei ght, supported by attached hauling
i nvoi ces fromvarious SMPA carriers.

CDFA' s conparison also indicates a haul rate of
. 737 per hundredwei ght for Kern County to Los Angeles. A
Kern County dairyman woul d receive a transportation
al | owance of .43 per hundredwei ght, |eaving an effective
cost of .307 per hundredweight. In conparison to the
local rate there is again a shortfall of .053 per
hundr edwei ght .

Currently, approximtely 55 percent of the mlk
delivered in southern California cones fromover 100 mles
away and receives a transportation allowance. Forty | oads
per day lose .176 per hundredwei ght, a total of $109, 120
in a nonth. Another 86 | oads per day |ose .053 per
hundr edwei ght or $70, 649 per nonth. A total of $179, 769
| oss on freight per nonth to supply the southern
Cal i forni a market.

Anot her maj or concern is that the current 55
percent of supply is increasing rapidly. The bal ance of
production to population is slipping as dairies are
repl aced by honmes. Just another reason that limting
al  owances to below 139 nmiles is unrealistic, especially

in today's environnent with areas such as Kern County that
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i mposes restrictions that will inpede gromh and drive
costs higher. Pollution restrictions on air and water
have curtail ed new dairy construction in that county
al ready and the battle continues, to the extent that it is
now known as "unfriendly Kern." Howis this supposed to
satisfy a burgeoning southern California nmarket that is
growi ng so rapidly?

To correct this situation we are requesting to
i ncrease the transportation allowances for southern
California receiving area to the foll owi ng amounts:

Zero through 89 niles, .09 per hundredwei ght;
over 89 mles through 139 miles, .4775 per hundredwei ght;
over 139 mles, .7475 per hundredwei ght.

Wi | e nuch has been said about the cost of
transportation allowances for the southern California
(about 75 percent of the nonthly total), the fact stil
remai ns that agricultural products nust nove to the
mar ket. The fastest growi ng market is southern
California, which is losing one-third of its mlk supply
that's less than 50 niles away. W need to nmake to nmake
up the shortfall that's facing producers today to be able
to meet the denmands of the future.

Thank you for the opportunity to present this
testinmony here today.

HEARI NG OFFI CER ESTES: Did you want to have the
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opportunity to file a post-hearing brief?

MR. PERKINS: Yes, we would |ike that
opportunity.

HEARI NG OFFI CER ESTES: Pl ease present it to the
Department in the time as -- please present it to the
Department in a tinely manner

MR. PERKINS: Okay.

HEARI NG OFFI CER ESTES: Do we have any panel
guestions?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

A qui ck question on the invoice you provided.

I's this an independent hauler or is this one of
your producers hauling the m|k?

MR, PERKINS: These are all independent haulers
for Security MIk Producers. W provided three of them
one for each of the haulers in the Tulare area.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And
on one of the invoices | see a fuel charge. Was that
charge included in the rate that you used when you were
comput i ng your proposed change?

MR. PERKINS: Yes, it was.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: Do
you anticipate those fuel charges continui ng?

MR. PERKINS: Yes, we do.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
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further questions.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Hel |l o,
M . PerKkins.

| spoke with Dr. Gruebele who represents Land O
Lakes about the problemthat's being seen in the high
desert producers. Are you able to offer any insight or
perspective on that situation?

MR, PERKINS: Actually no. W have only one
small dairy in there. | don't believe that warrants
anyt hing that we woul d support.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

Probabl y not.

Thank you.

M LK POOLI NG BRANCH CHI EF LEE: Going back to the
haul wei ghts and fuel surcharges, M. Perkins. Howis
that usually applied in terns of the bills that you
receive? |Is there a -- do you get a contract and anot her
contract given to you for approval for --

MR. PERKINS: Rates are actually set in advance
fromour haulers. And there's an adjusted fuel surcharge
that we get the chart that we don't go off of fromthem
And we can supply that in our post-hearing brief if you'd
li ke.

M LK POOLI NG BRANCH CHI EF LEE: |Is there a tine

line as to how | ong they do apply surcharge that they |et
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you know in advance or is it a surprise or --

MR. PERKINS: It's a week-by-week change.

M LK POOLI NG BRANCH CHI EF LEE: Thank you.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: In
your testinony you indicate that the southern California
market is growing rapidly. Wre you referring to the
popul ati on grom h or the market for Class 1 products?

MR, PERKINS: Market for Class 1 products from
the vall ey.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  From
the valley. So not an overall growth of C ass 1 market
necessarily, but the need to move mi |k a distance.

MR. PERKINS: Correct.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE
Okay.

HEARI NG OFFI CER ESTES: Do we have any ot her
panel questions?

Al right. Thanks for your testinony today.

We will now proceed to provide for public
comment .

As | stated earlier, we have a sign-in sheet in
the back of the room A nunber of you have al ready signed
it. W'll take people on a first-cone-first-served basis
in the order in which they have signed on the sign-in

list.
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So if you're interested in testifying today and
you haven't signed on the list, please do so.

W t nesses shall be given up to 20 mnutes to
testify, or at least to provide comment.

The first person that we have here is Richard
Shehadey. Pl ease cone forward,

M . Shehadey, do you swear or affirmto tell the
truth and nothing but the truth today?

MR. SHEHADEY: | do.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your name and spell your |ast name for the benefit
t he hearing.

MR, SHEHADEY: | have sone copies here that | can
gi ve you.

HEARI NG OFFI CER ESTES: Go ahead and pass those
out, and we'll finish up with swearing you in.

MR, SHEHADEY: M nane is Richard Shehadey with
producers Dairy Foods and Bar 20 Dairy Farns. M nane is
spelled S-h-e-h-a-d-e-y.

HEARI NG OFFI CER ESTES: And coul d you pl ease
descri be how you' ve been authorized to speak on behal f of
Producers Dairy and Bar 20 Dairy Farns today?

MR. SHEHADEY: |'m the President of Producers
Dai ry Foods and | authorized it myself.

HEARI NG OFFI CER ESTES: All right. | see you
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have a witten statenment that you've passed out here.
Woul d you like that introduced in the record?

MR, SHEHADEY: Yes, | woul d.

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 52.

(Thereupon the above-referred to docunent

was mar ked, by the hearing officer, as

Exhi bit 52.)

HEARI NG OFFI CER ESTES: And pl ease proceed with
your testinony.

MR. SHEHADEY: Producers Dairy Foods and Bar 20
Dairy Farnms is submitting the following to be considered
and nmade a part of the public record for the hearing on
August 4th, 2004, regarding a request to alter the MIKk
Pool i ng Pl an.

As the production of mlk continues to increase
in supply counties and the production of mlk continues to
decrease in deficit counties, the nmovenent of mlk from
supply counties to deficit counties continues to increase.
This creates an increasing transportation credit and
transportation all owance burden on the pool, which equates
to decreased net prices paid to the farner.

We estimate the burden borne by the average
California dairy farner, of about a thousand cows, to be

approxi mately $10,500 a year and increasing. W see this
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as a significant and excessive cost to the farmer that
shoul d be borne by the marketplace. The reference section
there is 61802(h).

Further, with respect to the inequities of the
current transportation allowance structure, is the causing
of destructive trade practices, not encouraging the
intelligent production and orderly marketing of
commodities, and creating econonic waste. So far today
I've not heard anyone tal k about econom c waste. But it
is cited in Section 61802(e) and 62701

This is occurring in tw ways: Farner subsidized
m |k fromsurplus counties is being processed and packaged
in deficit counties and then shipped back into surplus
counties. This is also increasing rates. An exanple of
this are mmjor processors in the Bay Area, a deficit area,
haul i ng finished products back to the valley, a surplus
area, to service custoners such as Wal Marts, Wnco Foods,
Right Aid Drug Stores, Wil greens, Longs, and Whol e Food
stores, just to nane a few, with m |k that has been
sourced in the valley, and the haul was subsidized by the
producers.

Nunber 2, handl ers processing and packagi ng m |k
in surplus counties and shipping into these deficit
counties receive no subsidy for hauling mlk into the

deficit counties, and are therefore at a conpetitive
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di sadvantage in those market places. This actually
creates an economic incentive for handlers to nove their
operations into deficit counties in order to obtain the
subsi di zed transportation costs and have the pool and the
farmer pay for it.

Therefore, we propose the follow ng options as
alternative proposals for consideration:

1) MIlk that is received in deficit counties
shoul d not receive a transportation allowance for the
portion of mlk that's noved back into the surplus
counties as finished packaged m | k.

2) MIk that is packaged in surplus counties and
noved into deficit counties as finished packaged m |k
shoul d be given a transportation credit equivalent to the
transportation allowance given for raw ni |k nmovenent
between the two respective areas to encourage novenment of
mlk to the deficit counties.

3) Wile proposal 2 would encourage the
intelligent production and orderly marketing of
commodities, it would require an increasing burden on the
pool

Therefore, an alternate proposal to this would
result in the sanme benefit but actually reduce the cost to
the pool, and that would be the discontinuance of

transportation all owance and transportation credit
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prograns, thereby allowi ng the market to deci de through
the nature of supply and demand. G ven the current market
conditions and the inequities of the systemto both
farmers and handl ers, we believe that this option is the
nost consistent with the requirenents of section 61802(e)
and (h).

4) Wil e proposal 3 above is npst consistent with
current market conditions, an alternate proposal, which
woul d be nunber 4 here, is to transition froma
transportation allowance programto a market order
program whereas orders are established sinilar to the
federal Class 1 price structure shown on the attached
publ i shed map that was issued by the Pooling Bureau,
believe. And price differentials are defined per area.

If you reference 61805(b), it gives you the authority to
do this. This would al so encourage higher Class 1 nmlk to
nmove to the deficit marketplace where it bel ongs.

That concludes ny witten testinmony. And | have
a few other comments that I'd |like to make.

HEARI NG OFFI CER ESTES: Pl ease proceed with them

MR, SHEHADEY: Thank you.

W would like to request the opportunity to send
in a post-hearing brief.

HEARI NG OFFI CER ESTES: You may certainly do so.

Did you hear --
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MR. SHEHADEY: August 16th at 4:30; that's Monday
af t ernoon.

HEARI NG OFFI CER ESTES: Yes.

MR, SHEHADEY: | would like to nmake a coupl e of
poi nts.

One is we don't believe that any area shoul d have
a zero mle start. |If you look at the reasons for the

zero mle start, it shows the inequity in the system

t hroughout the state. And what would the reason be for a
zero mle if you don't do it everywhere? | don't
understand that -- or we don't understand that.

Anot her point 1'd like to make is there was some
comment earlier by the Dairy Institute of California. And
if you look at their nmenbership, their Class 1 nenbers are
all in deficit areas, to nmy know edge. And that would be
the reason that they would support |arger increases in
moving the mlk to the deficit areas.

Anot her comment 1'd like to make is, there's been
powerful forces in the industry and they brought about
these inequities, at the expense of the producers. And we
feel it's tinme to address and fix them not keep putting
band-ai ds on them as has been done in the past at these
heari ngs.

Supply and demand forces will cause mlk to nove

to the popul ation centers, as the demand is there and
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they'Il pull the mlk that direction

Anot her note. We've not received a "Thank you"
letter fromthe pool or the producers for noving about 65
percent of the milk we sell into deficit areas at our own
cost .

So that concludes ny testinony. And I'd like to
answer any questions you m ght have.

HEARI NG OFFI CER ESTES: Do we have any panel
guestions?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: M.
Shehadey, just for the record, | just want to clarify that
the references to various sections that you make are
references to the Food & Ag Code?

MR, SHEHADEY: Yes it is. They're attached here,
I think it's page 3 and 4. And then the Federal Order
Class 1 price structure is attached as about 4, and page 5
and 6, the map.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  You
al so asked these be considered as alternative proposals.
You were aware that there was a deadline for subnitting
alternative proposals. Formal term-- alternative
proposal s were due sone tinme ago. So |I'm assun ng that
you would like this considered as oral testinony as
opposed to a formal alternative proposal ?

MR. SHEHADEY: Yes.
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M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Coul d you explain to me how you envision or how
you believe adopting an area differential systemsimlar
to what they have in the federal order, how that would
acconplish the objective that you nentioned?

MR. SHEHADEY: Well, one point would be there's a
| ot of testinony today about out-of-state mlk comng into
the southern California area. |If you |ook at this map
the southern California area, the heart of it is | guess
Los Angeles, is 2.1 -- be $2.10 | guess the way this
federal structure works.

If you |l ook at Arizona along the border, it's
also 2.1. So they would have the sane cost at that point,
pl us the haul of bringing it into L. A, which would
equal i ze that whole situation that a |ot of people seemto
be concerned about.

The ot her reason would be to bring it fromthe
valley to the major deficit areas. The differential in
price would pay the difference for -- with a shortfall of
[ocal haul, it would cover the difference of the cost for
hauling. W used to do that up until about 1982, | think.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  And
when you say, "W used to do that," |'m assum ng you're
referencing the different nmarket areas, at that tine there

wer e considerably nore market areas?
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MR. SHEHADEY: There were nore market areas,
whi ch represented the deficit and surplus areas in a
better I|ight.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  Now,
the noney that was generated by those different marketing
areas, was that not distributed back to the producers
equal ly across the state?

MR, SHEHADEY: | believe it was at the plant of
receipt.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: W th
an operation of the California pool, the plant of first
recei pt then does pay into the pool based on the |ocation
of the -- of that processing plant, but the distribution
of the revenue back to the California farmer was -- that
is done equally across the state?

MR. SHEHADEY: But the processor in that area
woul d pay the farmer what he wants to pay the farner for
the milk he receives.

So if you had a plant in a deficit area, paying
the higher price into the pool -- I'mjust trying to think
through this as | go -- by adopting such a system you're
suggesting that there would be sone prices paid outside of
the pool via the marketplace to the producer, would that
generate sonme unequal raw product costs between handl ers

that are conpeting in the same narketpl ace?
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MR. SHEHADEY: It shouldn't, because the market
area shoul d represent the nmarketplace. The deficit area
shoul d be at a higher price than the surplus areas. So
that's supply and demand. |[If you look at the federal map
that's pretty nuch what it shows you. That's the concept
I"m presenting here.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
further questions.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Hi,
M. Shehadey.

MR. SHEHADEY: Hi.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: |I'm
| ooki ng at your alternative 3 on your second page. And
you suggest a di scontinuance of the two systens, the
al l omance system and the credit system

MR, SHEHADEY: Yes.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: And
what conmes to light when | ook at that is: Do you think
producers have a responsibility to get mlk to nove to
Class 1 markets?

MR, SHEHADEY: That's a hard question to answer.

Not necessarily.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: There
are lots of ways to get mlk to nove. It doesn't

necessarily need to nove by this system |'mjust trying
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to understand if you think it's not a responsibility the
producers to get the mlk to that market; is that correct?

MR. SHEHADEY: | don't believe so, no.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
Secondly, you made a comment on the zero mle areas when
there's zero mile brackets, that you essentially get --
even if you nove mlk only one nmle or |less than one nile,
you mght qualify for sone type of allowance, and you
suggested that should not exist.

MR. SHEHADEY: Yes.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Do you
have an alternative in mnd to what system exists now that
does have a zero-nmle starts?

MR, SHEHADEY: | think it should -- if you're
going to have a zero mile, it should be throughout the
state, so that every processor has the sane advantage or
di sadvant age.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: So
woul d that apply to every handler no matter where they're
| ocated or --

MR. SHEHADEY: Yes.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

-- only ones that are in the approved receivVving
areas now?

MR. SHEHADEY: No, it should be all throughout
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the state with every handl er

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
Thank you.

HEARI NG OFFI CER ESTES: Do we have any nobre pane
guestions?

DAl RY MARKETI NG BRANCH CHI EF | KARI :  Just one
guesti on.

You mentioned the deficit versus the supply. How
much of the Class 1 sales are produced in the deficit
areas --

MR. SHEHADEY: | don't know.

DAl RY MARKETI NG BRANCH CHI EF | KARI

-- processed?

MR. SHEHADEY: Mbst of it.

Class 1 mlk?

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Yes.

MR. SHEHADEY: Mbst of it.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Most of the
state's Class 1 nmilk is processed in the deficit areas?

MR. SHEHADEY: | would say that, southern
California and the Bay Area.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Okay. And
then that's where the greatest portion of the consunption
takes place in California?

MR. SHEHADEY: I would think so. That's where
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t he popul ation is.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Okay. Thank
you.

HEARI NG OFFI CER ESTES: All right. |Is the panel
finished with the wi tness?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  Yes.

HEARI NG OFFI CER ESTES: All right. Thank you for
your appearance today.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Thank you.

MR. SHEHADEY: Thank you.

HEARI NG OFFI CER ESTES: And you' ve al ready tal ked
about the post-hearing brief.

Okay. Qur next witness today is Kevin Abernathy
of the California Dairy Canpaign.

If M. Abernathy would cone forward.

M . Abernathy, before |I take you on your --
before I swear you in today. W have about -- | believe
we have |ike about four or five nbre witnesses for
comment. It's my inclination to conclude with the
testinony and not take a lunch break, unless the panel has
an objection to that procedure.

So we will be trying to conclude the hearing as
expeditiously as possible. | believe that sone of the
staff may al so have sone afternoon obligations, which it

m ght help facilitate themto fill themif we also
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proceeded through lunch with this hearing. So that's
my -- just so the audience is aware, we will go ahead and
take testinmony until the hearing is concluded.

M. Abernathy, do you swear or affirmto tell the
truth and nothing but the truth?

MR, ABERNATHY: Yes.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your name and spell |ast nane for the record.

MR. ABERNATHY: Kevi n Abernat hy
A-b-e-r-n-a-t-h-y.

HEARI NG OFFI CER ESTES: And could you -- you're
here testifying on -- could you pl ease describe on whose
behal f you're testifying and how you are authorized to do
so.

MR. ABERNATHY: |'mtestifying on behalf of the
California Dairy Canpaign, which |I've been authorized
t hrough CDC s Board on approval of their position as of
July 28th, 2004.

HEARI NG OFFI CER ESTES: And you've handed the
panel and myself a witten statenent. Wuld you like it
i ntroduced into the record?

MR, ABERNATHY: Yes.

HEARI NG OFFI CER ESTES: That will be introduced
into the record as Exhibit No. 53.

(Thereupon the above-referred to docunent
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was marked, by the hearing officer, as

Exhi bit 53.)

HEARI NG OFFI CER ESTES: And pl ease proceed with
your testinony.

MR. ABERNATHY: On behalf of the California Dairy
Canpai gn, we appreciate the opportunity to testify before
the California Departnment of Food and Ag today. CDC
represents nore than 350 dairy farners throughout the
State of California. The California Dairy Canpai gn Board
of Directors approved CDC s position at the July 28, 2004,
board neeti ng.

CDC testifies today in opposition to all of the
petitions to adjust the transportation allowances and
credits. W do not believe that the proposals to increase
the transportation allowances are necessary and question
the need for any allowances or credits. W consider it to
be fundanmentally unfair that the dairy producer is
required to pay additional transportation costs when mlk
i s marketed.

The transportati on all owances provide a fal se
incentive for mlk shipnments to certain parts of the
state. And the current transportation all owances and
credits prevent the efficiency of marketing m |k and,

i nstead, foster a m |k novenent systemthat is not market

oriented. And | think this is prevalent today as to sonme
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of the testinony.

A recently rel eased Consuner Union report titled
"Cetting M| ked" documented the trenmendous profit that
retailers are reaping under the current mlk pricing
system The Consuners Union survey cal cul ated the w de
gap between the price that farners are paid for mlk and
the retail price that consuners are paying in the Bay Area
of California.

In that report the farmto-retail price
differential ranged from $2.89 to $3.59 per gallon, or 152
to 241 percent profit. G ven the trenendous opportunity
on Class 1 milk sales, we do not believe that dairy
producers should be required to stabilize mlk novenents
t hroughout the state.

In preparation for our testinony today we
conducted a survey of hauling rates throughout various
areas of the state. And from our survey we found that
typical the hauling rates, for one area, for exanple, of
Tulare to Los Angel es, averaged approxinmately $435, or 87
cents per a 50,000-pound |load. Wich that maxinumload is
sonewhat | ower than what the average gross | oad would be
based on the vehicles today tare weights. That cal cul ates
out to approximately $2.18 a mile.

However, the CDFA estimate is 98 cents from

Tulare to Los Angeles. Overall haul rates shown in the
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CDFA t abl es are sonewhat higher than the rates that we
recorded in our survey. W' re concerned about any hauling
estimates that are provided by processor entities because
under the current systemthey may have consi derabl e
incentive to inflate hauling charges.

Bef ore any decision is nmade by the CDFA
pertaining to transportation all owances, we would inplore
that the Departnent conduct a nore accurate survey of the
actual hauling costs. And we encourage the CDFA officials
to contact a range of haulers directly to gather nore
accurate data of actual hauling rates in the State of
California.

In conclusion of the oral testinobny, we testify
in opposition of all the petitions pertaining to
adjustnments in transportation allowances and credits. W
appreciate the opportunity to testify today and | ook
forward to continuing to work with the CDFA.

That concludes ny testinmony that was given to you
gentlenmen. |f you have any further questions, | would
like to answer those.

And al so -- go ahead.

HEARI NG OFFI CER ESTES: Did you want the
opportunity to file a post-hearing brief?

MR. ABERNATHY: Yes.

And on a verbal side of the coin. Wen | did
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some cal cul ati ons based on the proposed credits and

al  owances that are allowed -- and | broke it down into a
per mleage basis -- what we basically got here is
transportation costs that are dead -- cost rates, or pay

haul i ng rates you m ght say, where you're actually charged
a rate one way considering no backhauls. And there's no
data to support the inequities or the inefficiencies of
the | ogistics of these transportati on conpani es that are
haul i ng the m | k.

For exanple, if | have a ranch-to-plant shipnent
and I"'mconming in at a certain rate, it's that
di spatcher's job to decrease or mninze the deadhead
m | eage fromthe next point of |oad to the next point of
shi prment .

So, for exanple, ranch to plant and then | rel oad
at the plant and do another plant to plant, that
transportation conpany is maxim zing his nml|eage or
dollars per mile. And there's no reference in any of the
testimony today to actually show just how efficient those
transportati on conpanies are being. So we would ask that
the CDFA would take a | ook at the efficiencies of the
| ogi stics these conpanies are inplenenting as pertaining
to the cost that the producers are bearing in
transportation credits and al |l owances.

HEARI NG OFFI CER ESTES: Ckay. Your request for a
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post hearing brief is granted.

MR. ABERNATHY: Thank you.

HEARI NG OFFI CER ESTES: Does the panel have any
questions for the wi tness?

DAl RY MARKETI NG BRANCH CHI EF | KARI: M.
Abernathy, | wondered if you could in your post-hearing
brief submit a description, an explanation of the
nmet hodol ogy you used to do the survey of haulers, who you
contacted, which firns, what was included in the surveys.
Was it firms -- processing firms, hauling firnms, and what
was the nature of the rates that you received?

MR. ABERNATHY: It was hauling firns.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Okay. The
Second question is: Does CDC support the pooling progranf

MR. ABERNATHY: We support -- | think this
concept, yes, we would support the pooling program But
sone of the inequities that have been created through sone
of the | oopholes, no, we do not support it.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  You
support --

MR, ABERNATHY: | guess the best way that | could
explain that is, the retail side of the marketpl ace,
supply and denmand, is a nuch better representation of
di sbursing costs. In other words, producers -- | mean

this is the only industry that | know of that actually
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produces a product and then pays to have that product
processed and shipped. The only industry that | know of.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  How many
i ndustries do you know that have a programthat shares
revenues anong producers, which is essentially the pooling
progranf?

MR. ABERNATHY: Correct.

DAl RY MARKETI NG BRANCH CHI EF | KARI: And what
rel ati onshi p does the pooling program have with the retai
prices of dairy products?

MR. ABERNATHY: There seenms not to be nuch of
anyt hi ng.

DAl RY MARKETI NG BRANCH CHIEF I KARI: So if you
have a pooling programand the revenues are shared, what
incentives are there for producers to ship mlk to the
hi gher usages? 1Isn't the incentive that you go to the
local -- the plant closest to then? |If that's a cheese
plant, isn't that where they want to ship?

So then how does the producers share the revenues
of a higher class of revenues if no mlk is going to those
pl ant s?

MR, ABERNATHY: |'mreally not prepared to answer
that question. If you would |ike --

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Some of your

testinony gets into these fundamental questions.
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Thank you.

MR. ABERNATHY: Would you like that subnmitted in
a post-hearing brief?

DAl RY MARKETI NG BRANCH CHI EF I KARI: |If you
would -- if you're interested in doing that, please.

MR. ABERNATHY: Can you ask the question one nore
time so |l can wite it down?

DAl RY MARKETI NG BRANCH CHI EF I KARI:  Well, it
will be on the hearing record. And then we'll just...

HEARI NG OFFI CER ESTES: Do we have any additiona
guestions?

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  Yes,
| do, M. Abernathy.

In your post-hearing brief, if you can al so
address your statenent here that the transportation
al  owance provides a false incentive for m |k shipnments to
certain parts of the state. |1'd be interested in seeing
what parts of the state should not be receiving the mlk
that it is today and how the all owances are providing a
fal se incentive to get it there

And also if you could address how the current
system prevents the efficient marketing of mlKk.

MR. ABERNATHY: How the current system --

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  How

the current transportation allowances and credits prevent
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the efficient marketing of mlk, as you have in your
testimony. Perhaps explain the thought that went behind
that statenment. As M. lkari pointed out, those
statements go to sone fairly broad policy decisions.
They're easy statenents to put out there in a short
sentence. But it would be interesting for us naking
policy to know what the thought process was and the
justification for those statenents.

VR. ABERNATHY:  Sure.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: No
further questions.

MR. ABERNATHY: Thank you.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Hi,
M. Aber nat hy.

I don't usually like to ask participants the sane
question. But in this case | think I will, just because
I'"m curious about your response. | asked M. Shehadey if
he thought that producers had a responsibility to pay for
the cost of getting mlk to Class 1 plants. And in your
opi nion do they or do they not have that responsibility?

MR. ABERNATHY: Can | answer two-fold?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

Absol utely.

MR. ABERNATHY: | think on the prenise, no.

t hi nk, again, we have a nuch better mechanismto bear the
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cost after we have processed the product and it goes to
the marketpl ace; to bear the cost at that |evel rather
than the producer |evel where there's absolutely zero cost
of production built into any pricing structure that we're
currently under. Thus, show ng sone of the inequities of
the system

| nean there's -- dairynen have only one option
and, that is, to be a good businessman and to contro
costs and expenses from check to check, with no cost of
production built in outside of the fact that they're being
a good busi ness person.

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Let ne
follow up with another question. And really just a
clarification question on your testinony.

You testified you' re opposed to the petitions
t hat have been subnmitted. | understand that. Then you go
further to say that you don't believe that the proposals
woul d increase all owances and credits and you question the
need for them |Is it your testinony that we should
abolish this systemas the previous witness has testified?

MR, ABERNATHY: Again two-fold. If we
continually perpetuate the sanme thing, yes. But | guess
my statement is nore to the fact that nost of the
alternative proposals are trying to increase the

transportation all owances and credits. And based on the
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study or survey that we did, we found that the CDFA's
current allowances and credits are well within tol erances
that other segnents of the transportation industry are
currently applying on their transportation rates.

So it's not you guys -- CDFA is not way off
course in the current allowances and credits that you
actually have. | nmean if, for exanple, a typical haul to
L.A. was a dollar seven-five a mle, and you guys on your
transportation credits and all owances were a doll ar
twenty-five, yes, that would be an inequity. | did not
find that.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
Thank you.

M LK POOLI NG BRANCH CHI EF LEE: | have a question
of M. Abernathy.

You nentioned the trenmendous profits that are

being earned by retailers frommlk that they sell. How
would you -- well, let ne ask you this: Wuld you in
terms of changing the system-- or to that effect, how

woul d you want those profits being reflected in the
producer pricing systenf

MR, ABERNATHY: | didn't quite --

M LK POOLI NG BRANCH CHI EF LEE: Well, you
menti oned that there's, you know, lots of -- trenendous

profits being earned at the retail level. And I'm-- are

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

150
you assuni ng by your conments that producers should reap
some of those profits?

MR. ABERNATHY: | would like to see a little nore
fair and equitable system | think it was back in the
m d- ei ghties when the parity system was di sbanded when
consuner prices and farmprices pretty well followed the
same track on a graph. And when that program was done
away with, we saw a huge separation of those two |ines
that used to be pretty well parall el

So | would say that we would -- we woul d
definitely like to see sonmething that, nunber one, keeps a
high quality food source in the consuner’'s hands, but at
the sane tine offers the ability for the people producing
that product a fair and equitable lifestyle.

M LK POOLI NG BRANCH CHI EF LEE: Thank you.

DAl RY MARKETI NG BRANCH CHI EF | KARI: One ot her
question for clarification. | didn't catch it the first
time. And perhaps you can clarify this for ne.

So when you -- in your third paragraph, when you
raise the retail price and you tal k about the disparity
between that high price and the profit fromthe
farmto-retail price, you're equating the transportation
al l omances and credits and the request to increase those
with that inequity -- the inequity of their high retai

prices?
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MR. ABERNATHY: To ne that's kind of conparing
appl es to oranges.

DAl RY MARKETI NG BRANCH CHI EF |1 KARI: That's what
| thought. | want to make sure | understand. What are
you trying to say in that third paragraph?

MR. ABERNATHY: What |I'mtrying to show here is
somewhat what M. Shehadey had brought up, that fromthe
manuf acturing plant to the retail stores to the consumer
hands is an area where there's a huge anmount of profit to
be made especially fromthe retail source to the consuner.
That seens to be a better area to pass on the costs of
production, i.e., transportation credits, allowance, fue
surcharges, than back out of the producer's pocket. So
based on -- | think the August Class 1 price, | think it
was - -

DAl RY MARKETI NG BRANCH CHI EF | KARI: So you are
relating transportation costs, or the cost to haul the
mlk to the plant, to the retail price?

MR. ABERNATHY:  No.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  You're not?

MR, ABERNATHY: No.

DAl RY MARKETI NG BRANCH CHI EF | KARI: To the
margin of the retail -- to the margins that retailers are
experienci ng when they sell dairy products?

MR. ABERNATHY: Well, for exanple, August Class 1
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was fifteen thirty-seven at the farm a hundredwei ght.

DAl RY MARKETI NG BRANCH CHI EF | KARI: Right.

MR. ABERNATHY: That same hundredwei ght at the
store at an average four fifty-nine a gallon was $53. 37.
The farmer got $15.37, the retailer got $53.37. That's 38
bucks.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Okay.

MR, ABERNATHY: That's the point I was trying to
make.

DAl RY MARKETI NG BRANCH CHI EF | KARI: So as |ong
as they're getting that kind of margin, it's not fair for
producers to pay for increased transportation all owances?

MR. ABERNATHY: Thank you.

DAl RY MARKETI NG BRANCH CHI EF | KARI: That's your
point. Okay.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  Your
comrents on the hauling survey, you indicated you
contacted haulers. [|I'massunming it was m |k haul ers that
you cont act ed?

MR. ABERNATHY: Actually a little bit of
everything. So let ne clarify that.

In transportation specialized hauling is
speci al i zed hauling, whether it would be transportation of
m | k, hazardous materials, car haulers, enclosed

contai ners, tenperature control. | nean all their rates
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are sonmewhat simlar on a per-nileage basis.

The difference is when you start -- which there
was nothing in even the workshop that tal ked about
denerged rates, you know, what are the contracts that are
bei ng contracted between the processor and the shipper or
t he hauling conpany as far as, you know, denerged tine for
| oad and unl oad; none of that was discussed. Nor do we
know who was preparing this.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE: Do
you know how t he CDFA accumnul ates the data that we publish
in our hauling survey?

MR. ABERNATHY: |'m | earning.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Well, you have indicated that you would |ike the
Department to conduct a nore accurate survey. And I'm
just kind of curious if you had sone suggestions on how we
may better do that at this time --

MR. ABERNATHY: -- is the contracts between
Conmpany X and Processor X, is that public know edge to
you, CDFA? And if it's not, it should be, because that's
the only true way to make the transportation credits and
al |l omances work concurrently together but not create any
sort of inequities in the systemitself. |[If | had the
ability that | know that based on your published rates of

25.25 cents and | contract with a shipper at 23.25 cents,
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I now have the ability to make a couple cents per
hundredwei ght. That's an inequity. That's what | was --
that's exactly what | was tal king about when I nentioned
i nequities on that |evel.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE:  So
if we were able to obtain the actual rates that the plants
are invoiced by the haul er and publish those nunbers, you
woul d be confortable with those?

MR, ABERNATHY: | think we would have to be, yes.

M LK POOLI NG RESEARCH MANAGER SHI PPELHOUTE

Okay.

HEARI NG OFFI CER ESTES: COkay. |Is the pane
concl uded?

Al right. Thank you for your appearance today.

MR. ABERNATHY: Thank you.

HEARI NG OFFI CER ESTES: The next witness is
Ti ffany LaMendol a of Western United Dairynen.

Ms. LaMendol a, would you please -- do you swear
or affirmto tell the truth and nothing but the truth
t oday?

M5. LaMENDOLA: | do.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your nanme and spell your |ast nanme for the hearing
reporter.

MS. LaMENDOLA: Tiffany LaMendol a
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L-a-Me-n-d-o-1-a.

HEARI NG OFFI CER ESTES: And woul d you pl ease
descri be how you' ve been authorized to speak on behal f of
the Western United Dairymen today?

MS. LaMENDOLA: Qur board of director's approved
ny testinony.

HEARI NG OFFI CER ESTES: And woul d you |ike your
written statenments introduced into the record today?

MS. LaMENDOLA: Yes, please.

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 54.

(Thereupon the above-referred to docunent

was marked, by the hearing officer, as

Exhi bit 54.)

HEARI NG OFFI CER ESTES: And pl ease proceed with
your testinony.

MS. LaMENDOLA: M. Hearing Oficer and nenbers
of the hearing panel. M nane is Tiffany LaMendola. | am
the Director of Econom c Analysis for Wstern United
Dai rymen. Qur association is the |argest dairy producer
trade association in California, representing a
approximately 1100 of the state's dairy famlies. W are
a grass roots organizati on headquartered in Mbdesto,
California. An elected board of directors governs our

policy. The board of directors nmet July 23rd to approve
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the position | will present here today.

Because we are privy only to aggregated data
provi ded by the Departnment and are not directly involved
with the shipnment of mlk, our testinmony today wll
generally be limted to policy recomendati ons. These
recommendations are very simlar, if not identical, to the
positions taken by Western United at the June 4th, 2003,
heari ng.

Basic criteria:

Qur comittee and board both agree with and
continue to support guidelines set forth by the Departnent
during the last hearing with respect to setting
transportation incentives. | won't repeat those. W
strongly encourage the Departnent to stay comritted to
these basic tenets in their review of the proposals at
hand and in their recommendations to the Secretary.

Current system

Upon review of the transportation incentives in
preparation for this hearing our board of directors raised
many serious concerns. It is apparent there are flaws in
the current m |k novenent systemthat need to be
addr essed.

However, it is also apparent there are no easy
solutions. Additionally, there continue to be |oom ng

threats to the California systemas well as many dynam c
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changes occurring in the state. While this hearing does
not deal with mejor changes, it is becom ng clear that at
sonme point the industry may need to seriously consider how
we can adapt the systemto neet current and i npending
chal | enges.

For instance, data provided at the |last hearing
by the Departnent confirmed the fact that southern
California has plenty of mlk to fill its Class 1 needs,
yet producers pay millions of dollars to facilitate
novenment of nore milk into the market.

However, evidence suggests that this may be
rapi dly changing as the southern California mlk supply
continues its decline. The cost of the transportation
i ncentive program has surpassed 1.7 million in recent
nmont hs, a cost far in excess of what anybody would like to
see. As availability of milk in southern California
deteriorates, howwill we continue to address the need to
supply the Class 1 market yet minimize costs to the pool?

Additionally, unregul ated out-of-state mlk
continues to flowin at rapid rates, threatening the
stability of the California pool. Gven howit is now
accounted for in the pool, there is even greater
incentives for sone plants to purchase out-of-state mlk
or for round-tripping to reoccur

Good news suggests that sone of the southern
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California market has been recaptured by California
cooperatives. However, with the outcome of the |lawsuit
still pending, how do we address out-of-state threats that
exi st without greatly increasing the cost of the current
syst enf?

These are just a few concerns; issues like this
are nunmerous. Though we do not pretend to know all the
solutions to these probl enms, we encourage the Departnent
to keep themin nind as they recommend changes.

Petition and alternative proposals:

In addition to the basic tenets outlined above,
our board was able to cone to agreenent that a
common- sense approach should be used in setting
transportation allowances. That is, to the greatest
extent possible, allowances should be based on data from
the Departnment. This is the nost reliable data avail able
to the industry as a whole.

We agree with the basic guiding principle that
has historically been used: Through transportation
al | omances, shippers should be made indifferent when
choosing to ship the mlk locally or to the nore distant,
and presunmably hi gher usage, plant. W also agree with
the Departnent that a shortfall should continue to exist
in the structure of any area receiving a transportation

al | omance to encourage the closest mlk to nove first.
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Clover Stornetta Petition:

We support the addition of Marin and Sonoma
counties to the Bay Area receiving area; however, not at
the rates requested by Clover Stornetta. According to
data rel eased by the Departnent, it does in fact cost nore
to ship to the local Class 1 plant than to the Bay Area.
However, we have reason to believe that the |ocal hau
rate supplied to the Departnment for the North Bay area may
be inflated due to several reasons.

These include surcharges, smaller loads in the
area, tw ce-a-day pick-ups, inflated hauling costs for
some producers in the area, et cetera. It is our
understandi ng that the core charge hauling rate in the
area is approximately 33 cents. This covers the
contracted haul rate plus surcharges.

We suggest that perhaps the transportation
al l owance offered for the local haul in the North Bay
shoul d be the core charge | ess approximately 25 cents that
shoul d be covered by the producer. This would result in a
transportation all owance of around 8 cents.

Al so, we feel the nmileage brackets for the
Mari n/ Sonona receiving areas are be limted to two
brackets, zero to 40 and 49 plus. It is our understanding
that all but one of Clover Stornetta shippers would likely

fall into the zero to 49 m | eage bracket. The other could
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be covered under the 49 plus bracket. W do not have
enough data available to us to suggest an appropriate rate
for the 49 plus bracket.

Furthernore, our suggestion for the zero to 49
m | eage bracket is just an estimate. In both cases we
suggest the Departnent | ook at the data available to them
to set the appropriate rates. Qur suggestions here would
seemto follow the general set-up for the Sacranento
receiving area

Dairy Institute Alternative Proposal

We do not support the Dairy Institute's
alternative proposal due to the approach we have taken
above. Certainly the transportation allowance for the
current Bay Area receiving counties should not be reduced.
If the Departnment decides to add Marin/ Sonoma counti es,
they should not do so at the cost of producers currently
shipping to the Bay Area. There are no indications that
the cost of shipping to the Bay Area have decli ned.

Though the Institute is attenpting to make a
producer indifferent to shipping locally or |ong distance,
| owering the current allowance woul d | eave producers
supplying the Class 1 market in the Bay Area with a
shortfall and not guarantee theman alternative outlet for
their mlk. The Clover Stornetta demand for mlk is

l[imted and could not accommdate all the producers who
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may wi sh to switch from shipping to the Bay Area to the
local Class 1 plant given a reduction in the all owance.
Furthermore, with the closure of the DFA cheese pl ant,
demand for North Bay m |k has declined.

If the Department chooses to add Marin/ Sonoma
counties to the Bay Area receiving area, they should not
do so at the risk of discouraging producers from shipping
to Bay Area Class 1 plants by |lowering the avail abl e
al | owance.

Land O Lakes:

We cannot support any part of the LOL alternative
pr oposal

The Land O Lakes' proposal to limt supply
counties and reduce allowances for certain counties
suppl ying southern California seens to have two apparent
goal s: 1) Reduce transportation all owance for producers
| ocated in San Bernardi no County who, they argue, are
recei ving higher than necessary allowances; and 2) limt
shipments of milk into southern California fromcertain
far out counties.

O particular concern to our board is the fact
that the sone producers may be overconpensated for their
haul i ng costs through transportation allowances. Under no
ci rcumst ances shoul d producers make noney off

transportation allowances. This is not the purpose of the
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transportation allowances and unnecessarily increases
costs to the pool. However, our concern is statew de
rather than for any specific county. No matter where a
producer is |located, they should not nake noney off
transportation all owances.

Though we will not comment on LOL's specific
proposal to change supply counties and rates for certain
counties, we urge the Departnent to review al |l owances and
respective hauling rates in all areas of the state when
maki ng recomendati ons on changi ng al l owances. |f changes
need to be made, we urge themto do so in order to
m nimze costs to the pool

As we stated at the June 4th, 2003, hearing, our
board would like to see the southern California market
served primarily by closer-in mlk. This makes sense.
However, for sone reason this is not occurring

Therefore, if mlk is going to nove from further
di stances, why should the counties be limted? If mlk
noves from Tul are county at a cost of 58 cents per
hundr edwei ght versus from Stani sl aus County at a cost of
58 cents per hundredwei ght, there is no difference in the
total cost to the pool. CObviously, if the mlk would nove
froma closer location, there could potentially be cost
savi ngs involved. However, we have no way of know ng

whet her or not this will occur.
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As CDFA pointed out in a previous hearing pane
report, it (the panel) is not willing to exclude other
counties fromthe avail able transportation rate. To do so
di scri m nates agai nst producers who may wish to ship mlk
into southern California based strictly on the |ocation of
their dairies. Furthernore, designating eligible and
ineligible counties may actually decrease the supply of
mlk available to Class 1 plants, a result which does not
work toward the principles previously outlined by the
panel .

Qur board agrees. If mlk nust nove to southern
California fromdistant |ocations in order to serve the
Class 1 market, all counties should be eligible.

Increase in transportation credits for bulk mlk
and condensed skim

We do not support an increase in transportation
credits as proposed by LOL. According to departnental
analysis, at a mnimumthe LOL petition would increase the
cost of transportation credit system approxi mately 820, 000
per year, or a 17 percent increase. W do not see
justification for this increase.

First and forenost, we do not support a
transportation credit on condensed skim and therefore
cannot support an increase in the rate. W certainly

cannot support a rate even higher than the credit offered
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for bulk mlk. Tailored mlk shipped to southern
California is already covered by transportation credits.
We assune this tailored nmlk also demands a premiumin the
mar ket pl ace. There is no justification for producers to
al so cover the costs of hauling a manufactured product
such as condensed skimto the southern California market.
Processors already receive approxi mtely a 21 cent per
hundr edwei ght incentive due to the differenti al

Furthernore, producers already pay a
fortification allowance on condensed skim LOL is now
aski ng producers to al so pay additional hauling costs. W
have been told that southern California has plenty of
condensed skim capacity. There is no justification to
cover the costs of hauling to the southern California
mar ket .

Anecdot al evi dence suggests that the
transportation credit on condensed skimmnoving from Tul are
lair to southern California has now put this product at a
conpetitive advantage over condensed skim al ready | ocated
in southern California. |If so, this goes entirely against
the basic tenets of noving the closest mlk first and
m nim zing costs to the pool

Al so, data fromthe Departnent indicates that
there's currently some mlk that receives a transportation

al  owance and then a transportation credit. This is far
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beyond the original intent of the transportation incentive
system devel oped in California, increases costs to the
pool, and was even a concern of the Department in the | ast
hearing report. The Departnment should carefully review
this along with the concern over conpetition with southern
California condensed skim and reconsi der whether credit
shoul d be offered to condensed skim at all

Finally, LOL."s proposal would elinnate any
shortfall in the transportation credits to southern
California. According to the Departnent, historically
transportation credits offset sone of the cost of hauling
m |k assigned to Class 1 usage from plants in designated
supply counties to plants in designated deficit counties.
It is our understanding that it will also elinminate the
current relationship between transportation allowances and
credits from Tulare to southern California.

According to material handed out at the
pre-heari ng workshop for the |last hearing, in 2001 based
on this approach, the panel reconmended and the Secretary
i mpl enented an increase in the transportati on all owances
into southern California, but left the correspondi ng
transportation credit unchanged. This resulted in an
unprecedented level in the shortfall for the credit.

However, the panel found that by doing so, it

woul d ot herwi se have favored plant-to-plant novenent over
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ranch-to-plant. The Departnent's goal was create a |l eve
playing field so that the conparative advantages of
ranch-to-plant versus plant-to-plant novenent would
det erm ne which is used.

The LOL proposal disregards the Departnent's
attenpt to develop a level playing field. At the |ast
heari ng, agai nst reconmendati ons of the panel
transportation credits were increased. This alone threw
off the level playing field, providing a greater net draw
fromthe pool for milk nmoving plant to plant than for the
same anount of m |k noving ranch to plant. W urge the
Department to reestablish the level playing field by not
allowing a greater draw fromthe pool for mlk noving
plant to plant.

CDl :

Wth regard to changes in transportation
al | owances as requested by CDI, we support a change in
transportation allowances to reflect the difference
between the | ocal and |ong di stance haul with shortfalls
exi sting for further out distances in both the North Bay
and southern California regions. Since we do not have
access to hauling costs within specific mleage brackets
nor information on shipnments between specific counties, we
cannot conment on the changes requested by CDI

But we encourage the Department to carefully
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anal yze the data available to themto ascertain whether or
not any changes need to be made. Increases to the
al  owances shoul d be nmade where increased costs warrant.
We do however encourage the Departnent to strongly
consi der any possible increases in costs, such as diesel
fuel, that may have devel oped since the May 2004 hauling
figures were conpil ed.

According to data fromthe Departnent, diese
rates spiked in May. This is a trend that nmay not
continue throughout the renminder of the year
Consi deration of any recent devel opnments would be in Iine
with the basic tenet to attenpt to minimze costs to the
pool

We agree that if Alanmeda and Contra Costa
counties are the only two in the current Bay Area
receiving areas with Class 1 plants, then the other
counties should be elimnated in order to bring the system
up to date. W also agree with CDI's proposal for the San
Di ego receiving area. According to the Departnment, nearly

all the mlk noved with transportation allowances is |ess

than 75 mles fromthe qualifying plant. |[If data warrants
the small increase in the rate, then it should be
adj ust ed.

We can support CDI's request for the addition of

L. A. County as a designated deficit county for
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transportation credits due to the fact that we do not
support any transportation credits on condensed skim Qur
reasoning was fully outlined above. Because bul k and
condensed skimwere currently offered the sane
transportation credit, i.e., grouped together, we also
cannot support the requested increase in the credit rate
for L. A County.

As previously discussed, anecdotal evidence
suggests that the transportation credit on condensed skim
moving from Tulare to southern California has now put this
product at a conpetitive advantage over the condensed skim
already |l ocated in southern California. W once again
stress our concern that this goes entirely against the
basic tenets of noving the closest mlk first and
m nim zing costs to the pool

DFA al ternative proposal

This is essentially identical to the first
paragraph | read under the CDI proposal. So | won't read
you it.

Security m |k producers alternative proposal

We do not support Security's alternative
proposal. The requested increase in transportation
al l omances for the furthest out bracket goes against the
basi c principle of encouraging the closest mlk to nove

first. Qur board feels there's adequate mi |k supply from
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Kern County south to supply the southern California
market. A shortfall in this bracket should be maintained.

We thank you for the opportunity to testify and
request the option to submt a post-hearing brief.

HEARI NG OFFI CER ESTES: Your request is granted.

Are there panel questions?

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Hell o
Ms. LaMendol a.

| understand that you are proposing an 8 cent
transportation allowance in the Bay Area receiving area
for the zero to 49 mle bracket?

M5. LaMENDOLA: Yeah, we thought the Marin and
Sononma coul d be handl ed separately fromthe current Bay
Area receiving area. And it was just an estinmate. But we
woul d encourage the Departnment to |look at the data
avail able to them

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: So
does this nmean you'd like to create a separate receiving
area or add to the receiving area that already exists?

MS. LaMENDOLA: It would have to be separate
because we don't support a decline in the current rates to
the Bay Area.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: COkay.
You have stated several tinmes you do not support a

transportation credit on condensed skim But |'mnot sure
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| see your reasoni ng why.

Why doesn't your organization support
transportation credit on condensed skin?

MS. LaMENDOLA: Well, | did outline a few
different reasons. One is that we feel there's sufficient
capacity already in southern California of condensed skim
that would go along with the basic tenet of noving the
closest mlk first. W also feel like it's a manufactured
product, and producers are not required to nove
manuf actured product to supply a Class 1 market when bul k
mlk is al ready covered

The producer's already paying fortification
al |l omance on the product, and should not have to pay
addi ti onal haul i ng costs.

Most of those ideas are outlined on page 5.

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:

Lastly, on page 6 you comment on the idea of
restricting the Bay Area receiving area to just Al anmeda
and Contra Costa counties. And you say that that should
be elimnated -- other counties should be elimnated to
bring the systemup to date. There's another receiving
area, Shasta, hasn't been used for years.

Should we elimnate that as well?

M5. LaMENDOLA: Yeah, | think that would be a

problem It just wasn't in the proposal put forth, so we
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didn't conment on it. But certainly --

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: |I'm
gi ving you the chance now to comment on that. |Is that
sonmet hing that should be elinm nated?

MS. LaMENDOLA: Certainly it is not -- yeah, if
it's not being used, there would be no problemwith
elimnating that as well. Let's keep it up to date as
possi bl e.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Okay.
Thank you very much.

HEARI NG OFFI CER ESTES: Do we have any additiona
panel questions?

DAl RY MARKETI NG BRANCH CHI EF I KARI: | just have
one.

Tiffany, on your testinony on Dairy Institute,
you seem to oppose their proposal based on the fact that
t he producers shipping to the Bay Area woul d have a
shortfall. But is that consistent, m |k producers in
ot her areas, they have a shortfall by shipping to Class 1?

MS. LaMENDOLA: | think it was just -- the
approach they took was to try and equalize it so they
would -- they had to | ower the shipment rate into the Bay
Area in order to equalize it with their reconmendation for
Sonoma and Marin. And we're just saying the Bay Area has

a long history of being established. That should be left
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alone. And if we need to add Sononma and Marin, we could
do so by creating a separate receiving area w thout
adjusting the ones that are already in place. | think
there are shortfalls already built into the systemthat
currently exists for the Bay Area receiving area.

DAl RY MARKETI NG BRANCH CHI EF | KARI: But you do
support the concept that shortfalls should exist in the
steps --

MS. LaMENDOLA: Yeah, in the furthest out
brackets, absolutely.

DAl RY MARKETI NG BRANCH CHI EF | KARI : \What about
the cl osest brackets?

MS. LaMENDOLA: | think it's historically been
the furthest out brackets have a greater shortfall

DAl RY MARKETI NG BRANCH CHI EF | KARI: But there
can be shortfalls in the local, right?

MS. LaMENDOLA: If that's howit's historically
been done, | think it should be a difference between the
| ong haul and the local haul. | don't know -- | think
different areas have different shortfalls built in in the
shi ppi ng mai nt ai ned.

DAl RY MARKETI NG BRANCH CHI EF | KARI:  Thank you.

HEARI NG OFFI CER ESTES: Thank you for your
testinony today.

Qur next witness is Stephen Janes with Sw ss
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Dairy.

M. James, do you swear or affirmto tell the
truth and nothing but the truth today?

MR JAMES: | do.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your name and spell your |ast name for the hearing
reporter?

MR JAMES. |'m Stephen Janmes. Last nane is J,
as in Jupiter --

(Laughter.)

MR JAMES: -- a-me-s. And |I'mPresident and
General Manager of Swiss Dairy in Riverside, California.

HEARI NG OFFI CER ESTES: All right. Please
proceed with your testinony.

MR, JAMES: Well, 1'Il do nmy bit to help with the
expedi tious conpletion of the hearing. | wll be very
brief. | don't have a witten statenment. | am appearing
here to support the proposal by CDI. I1'd |like to echo
some of the comments also that | heard earlier in thanking
the Secretary and the Departnment for your responsiveness
to econonmi c and conpetitive conditions and issues that
require periodic adjust adjustnents in the systenls
transportation credits and al | owances.

And as it's already been stated in the previous

testimony, that the conpetitive assault on California
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fluid mlk froman unregul ated plant in Arizona nakes
these adjustnents at least in my case at Swiss Dairy even
nore critical and nore urgent to prevent further erosion
of the Class 1 market and producer sharing in that pool

I would also like to request the opportunity to
submit a post-hearing brief.

HEARI NG OFFI CER ESTES: All right. Your
post - hearing brief request is granted.

Do we have panel questions?

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: | have
a question of M. Janes.

Hel | o.

MR. JAMES: Hello.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: The
CDI was opposed to offering transportation credits on
condensed skim They said so at the |ast hearing and
think they echoed that in today's hearing as well, with
the notion that if we continue the idea of having a credit
for a condensed skim that they ought to nake -- be sone
adj ust mrent s made.

Do you support their testinmony to that fully or
do you have a different viewon it?

MR, JAMES: Well, | support the prem se that
there should be a level playing field. And | think their

opposition to it in the |last hearing shouldn't stand in
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the way of their position now of saying that they are in
an unconpetitive position regardi ng condensed skim --

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Thank
you.

MR. JAMES: -- as it sounds now,

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Thank
you.

HEARI NG OFFI CER ESTES: Any other questions?

Al right. Thank for your appearing today.

The next witness | think Is Bob Feenstra.

M. Feenstra, do you swear or affirmto tell the
truth and nothing but the truth today?

MR. FEENSTRA: | do.

HEARI NG OFFI CER ESTES: Coul d you pl ease state
your name and spell your nane for the hearing reporter

MR. FEENSTRA: Bob Feenstra F-e-e-n-s-t-r-a,
Executive Director of the M|k Producers Council based in
Ontario, California.

HEARI NG OFFI CER ESTES: Pl ease descri be how
you' ve been authorized to testify on behalf of the MIKk
Producers Council today.

MR, FEENSTRA: It was approved by the board of
directors at their July 26th board neeting of 2004.

HEARI NG OFFI CER ESTES: Do you want your witten

statenment introduced in the record?
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MR. FEENSTRA: | do.

HEARI NG OFFI CER ESTES: It will be introduced
into the record as Exhibit No. 55.

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 55.)

HEARI NG OFFI CER ESTES: And proceed with your
testi nony.

MR. FEENSTRA: Thank you very nuch. And we would
also like to be able to respond in a post-hearing brief.

HEARI NG OFFI CER ESTES: Your request is granted.

Did you have the opportunity to hear the deadline
for the submi ssion of that brief?

MR. FEENSTRA: August 17th.

HEARI NG OFFI CER ESTES: 16t h.

MR. FEENSTRA: 16t h.

Well, it's getting better all the tine. In fact,
we'll note that.

HEARI NG OFFI CER ESTES: Well, we finally got it
straight. You probably were hear for the beginning part
and not for the latter part of the discussion. That ni ght
explain why you think it was the 17th, since | said so.

Anyway, 4:30 -- by the close of business, 4:30,
on Monday, the 16th.

And pl ease proceed with your testinony.
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MR. FEENSTRA: Thank you.

A few comments, M. Hearing Oficer, before I go
with nmy prepared statement.

First of all, in earlier testinony presented
today by Producers Dairy from Fresno, | personally want to
provi de a "thank you" comrent for all the mlk that that
processing plant ships in finished product throughout the
State of California. | enjoy that m |k every vacation in
Lakeport, California, and we drink our share. So thank
you for that, Richard, and | nean it sincerely.

The other thing is I"msort of saddened today by

t he announcenent or comment -- as |I'mgetting older, | get
alittle hard of hearing. It can't be true that M. Erba
is going to nove on. |If that is the case, Dr. Erba,

want to, on behalf of MIk Producers Council, nyself and

the nmenbers | represent, to thank you for all the
courtesies you ve extended to us over the years, your
support and hard work on behalf of the dairy industry.
Just know that it goes with a big "thank you" and a | ot of
respect, and I wi sh you woul d reconsi der

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Thank
you.

MR, FEENSTRA: M. Hearing Oficer, thank you for
allowing MIk Producers Council the opportunity to provide

testinony regarding transportation credits. MPCis a
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dairy service trade association with 175 nenbers | ocated
in southern and central California.

Geof frey Vanden Heuvel, board nmenber of MPC and a
dai ry producer operating in San Bernardino County, wote
the foll owing testinmony which outlines the position of
M | k Producers Counci |

First of all, MPC thanks the Department for the
deci sion adopted as a result of a transportati on subsidy
system hearing held | ast year to extend a transportation
al l omance to producers located in southern California who
shipped their mlk to Class 1 plants in southern
California. It is MPC s opinion that this change created
a real incentive for producers |located closest to the
southern California Class 1 market to pursue the fluid
mlk market. This is exactly the type of positive
i ncentives that our transportation subsidy system shoul d
create.

As for the petition from Clover Stornetta, after
exam ning the data and listening to the argunments, we have
determ ned that we do not support the request to add Marin
and Sonoma counties to the Bay Area receiving area. W do
recogni ze that the August 2003 hauling rate study did seem
to indicate sone inequities between the hauling rates paid
by producers serving the Bay Area Class 1 plants and those

serving the local Class 1 plants in the North Bay area.
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We al so noticed some changes in those hauling rates in the
updat ed st udy.

MPC believes the way to address the equity issue
anong the North Bay producers is not to add a new and
unnecessary transportation allowance to the system but to
support the Dairy Institute's proposal of reducing an
obvi ous generous transportation allowance for m |k noving
fromNorth Bay to the Bay Area receiving area.

In regards to the request to raise the
transportation allowance rates for Sol ano county, after
eval uating the data, which included the hauling rate study
as well as m Ik production reports fromthe green sheet,
we believe that there is plenty of mlk available for the
Sol ano County plant. Since there is no justification for
the substantial rate increase that DFA has requested, we
oppose the proposal to raise the Solano County receiving
area rate.

M | k Producers Council has received alternate
proposal s that seek to nmake assorted adjustnments to the
southern California receiving area transportation
al l omance rates. W have cone to the conclusion that the
Department needs to go back to the designation of specific
supply counties for the southern California receiving
ar ea.

VWil e we appreciate the Departnent's policy
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change sone years ago that elinminated supply counties, in
practice this change has led to sone irrational results.
The one we are nost familiar with gives a |large and costly
transportation allowance to producers in the Barstow area
for mlk noving into the Los Angeles Class 1 market, an
al  owance which exceeds their hauling rate. This is
unnecessary and should not be allowed to continue. MPC
al so believes that San Diego should be a part of the
southern California receiving area and not a separate
receiving area

MPC proposes and supports the foll ow ng
adjustnents to the transportation all owance system

1) The southern Cal receiving area should
consi st of the counties Los Angeles, Orange, Riverside,
Ventura and San Di ego.

2) For mlk shipped to qualifying plants in
southern California receiving area from Santa Barbara,
Kern, Kings, Tulare counties the follow ng transportation
al l omance rates would apply: You'll note them

3) For mlk shipped to qualifying plants in
southern California fromall other counties the foll ow ng
rates would apply: As |isted.

MPC supports the rate increases proposed by
California Dairies, Inc., CD, for the counties in the

sout hern San Joaquin Valley because of the clear need to
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attract mlk fromthat area to southern California. Those
producers have other alternatives and the cost of noving
m |k over the Tejon Pass and into urban southern
California has increased over the past year. W believe
this increase justifies the transportation rate increases
proposed by CDI .

MPC, however, does not support the request by
Security M1k Producers to dramatically increase the "over
139 mle" rate. MIk production reports published by the
Department clearly denponstrate that there is a | arge and
growi ng supply of mlk located within the 139-mi |l e bracket
whi ch nmakes the Security request unjustified.

The Land O Lakes proposal regarding
transportation credits, in our opinion, is totally
unjustified, even though we really do like Dr. -- Jim
Gruebele. Great guy. The Departnent analysis, which
conpares the efficiency of ranch-to-plant with
pl ant -t o- pl ant novenent shows that the benefits of the
ef ficiency of plant-to-plant novenent accrue to the
processing plants. The producers are charged
significantly nore dollars to facilitate this novenent.
The Land O Lakes proposal would only exacerbate this
i nequity and nust be rejected by the Departnment.

Furthernmore, the decision to expand the

transportation credit to condensed skimfrom Tul are County
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to southern California has understandably provoked a
request by CDI for the establishnent of a transportation
credit for condensed skimw thin southern California.
CDI, with justification, clainms that they have been put in
an unfair position in marketing condensed ski m because
their conpetition receives a producer-funded
transportation credit that CDI is not able to offer from
their southern California condensed plant.

Condensed skimis a val ue-added practice and not
a producer mlk. The cost of transporting this product
shoul d be borne by the market and not by producer
subsi dies. Therefore MPC respectfully requests that
condensed skim be renoved as being eligible for
transportation credits.

In summary, MIk Producers Council believes that
the transportation subsidy system does provide a val uable
function in facilitating the novenent of California
producer mlk to the fluid market. Periodic adjustnents
do need to be made to respond to the changi ng dynam cs of
the market. The three longstanding criteria of the
transportation subsidy system has served the industry
wel |, and they are:

1) Producers who serve the Class 1 nmarket ought
to be rewarded.

2) The closest mlk to the market ought to be
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nove first.

3) A regulated systemought to attenpt to
m nimze costs to the pool

MPC bel i eves that the positions and proposals we
have made are consistent with these criteria and we urge
the Departnent to adopt them

On behalf of the MIk Producers Council and the
Board, thank you for your consideration on this issue.

M. Hearing Officer, what I'd like to do today is
that note any questions that the panel nay have regarding
this presentation that was prepared by M. Vanden Heuvel,
and we will respond to them appropriately in the
post - hearing brief.

HEARI NG OFFI CER ESTES: | see. Are you
suggesting that you' re not capable of responding to
certain questions and would like to --

MR, FEENSTRA: |'m capable. But 1'd prefer for
the person who prepared the statenent to provide the
responses.

HEARI NG OFFI CER ESTES: Ckay. Well, then we'l
have the panel ask you sone questions, and you can take
note of them

MR, FEENSTRA: That woul d be good.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: M.

Feenstra, you're not going to get off quite that easy.
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First of all, thank you for your kind words on
behal f of you and your organi zation. | appreciate them

I just have one question that perhaps you can
pass along to M. Vanden Heuvel. And, that is, points out
that the Barstow area, the high desert area, the specific
area of concern of the transportation all owance system
And ot her fol ks had suggested that we do as M. Vanden
Heuvel has suggested and, that is, by breaking up the
supply counties into a higher rate and a |ower rate
dependi ng on where the county is.

I wonder if you might ask himif he m ght
acconplish the sane goal of dealing with that high desert
area by | ooking at changing the n|eage bracket and not
adjusting the counties that are in or out of the supply
county with higher or |ower areas.

MR. FEENSTRA: We'll pass that on.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: G eat.
Thank you.

HEARI NG OFFI CER ESTES: Are there any other
guestions?

All right. Seeing none.

Thank you for appearing here today.

Qur last -- well, our |ast witness unless soneone
el se signs up is Sharon Hale from Crystal Cream and Butter

Conpany.
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Ms. Hale, do you swear to tell the truth and
not hi ng but the truth today?

MS. HALE: | do.

HEARI NG OFFI CER ESTES: And coul d you pl ease
state your nanme and spell your |ast nanme for the record.

M5. HALE: Sharon Hale H-a-I-e.

HEARI NG OFFI CER ESTES: And you're appeari ng
today on behalf of the Crystal Cream and Butter Conpany?

M5. HALE: | am

HEARI NG OFFI CER ESTES: And how are you
aut horized to speak for them today?

MS. HALE: |I'm an executive of the conpany, and
devel oped the testinony in concert with the president.

HEARI NG OFFI CER ESTES: | see.

Woul d you like your witten statenment be
i ntroduced in the record?

M5. HALE: Yes, | would.

HEARI NG OFFI CER ESTES: It will be introduced as
Exhi bit No. 56.

(Thereupon the above-referred to docunent

was marked by the hearing officer as

Exhi bit 56.)

HEARI NG OFFI CER ESTES: And pl ease proceed with
your testinmony for the benefit of the panel

M5. HALE: M. Hearing officer and nmenmbers of the
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panel. My nane is sharon Hale and |I'm Vice President,
Dairy Policy and Procurenent, for Crystal Cream and Butter
Conmpany. CQur adm nistrative offices are |located at 1013 D
Street, Sacramento, California 95814. W currently
operate three production facilities in Sacranento.

Crystal purchases the majority of it mlk fromindependent
dairy farmers but al so buys supplenental mlk from
cooperatives when necessary to satisfy fluctuating market
demands.

Crystal is a nmenber of the Dairy Institute of
California and supports the testinony given earlier by Dr
Schi ek.

I would Iike to add our conpany's perspective on
one elenent included in the call of the hearing, that
bei ng transportation all owances for ranch-to-pl ant
shipments of milk in northern California.

This are several proposals to adjust
transportation allowances within northern California being
considered in this hearing, but none are directed at the
transportation all owances for nmilk noving into the
Sacranmento deficit area. Wen the hearing was announced
we | ooked at the hauling rates being paid by i ndependent
producers under contract with Crystal whose m |k noves
into our Sacranmento plants.

VWil e the actual hauling rates had increased, we
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felt the incentive to continue shipping to Sacranento
remai ned substantially the same. The Departnent’'s | atest
ranch-to-plant hauling rate survey bears this out.

Local hauls from Sacranment o/ San Joaqui n were
reported as 32 cents her hundredwei ght in August of 2003,
and by April 2004 had noved to 33 cents per hundredwei ght,
a 1 cent per hundredwei ght increase. Hauling rates for
mlk fromthese same two counties that was shipped into
the northern San Joaquin Valley for processing changed
from 32.2 cents per hundredwei ght to 32.8 cents per
hundr edwei ght over the sanme tinme period, for an increase
of . 006 per hundredwei ght.

While it appears the incentive to supply the
Sacranento deficit market has decreased slightly, Crysta
did not feel this change to be significant enough at this
time to warrant filing an alternative proposal at this
heari ng.

It is unfortunate the Departnent's hauling rate
survey was not available prior to the due date for
alternative proposals. In reviewing that information,
whi ch was made avail able just prior to the pre-hearing
wor kshop, we noticed the haul rate for mlk noving from
the northern San Joaquin Valley to Sacranmento has
i ncreased by .043 cents per hundredweight. This nore

si zeabl e i ncrease appears to have renmoved what had been a
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nodest incentive to supply mlk to the Sacranento deficit
mar ket .

A table follows bel ow conmparing the differences
fromthe August '03 and the April '04 survey information
fromthe Departnent.

The local northern San Joaquin valley haul in '03
was |isted at 258, in "04 it's at 272. A haul to
Sacramento went from35.4 to 39.7. That left a
di sincentive to supply of 9.6 cents in '03, changed to '04
at 12.5.

The current transportation allowance for dairies
| ocated over 59 miles is 12 cents. \hen that nunber's
factored in, the incentive to ship mlk to Sacramento in
August '03 was 2.4; and it appears in April of '04 to have
decreased to a m nus half penny.

It is difficult to know what inpact this
situation mght have on our ability to attract mlk. W
reali ze the aggregated nunbers presented by the Departnent
are designed to mask confidential information; and as
such, we are prevented fromknowing if mlk on the
northern end of the area entitled "Northern San Joaquin
Val l ey" is accurately represented by the exanple shown
above. It's our viewthat mlk located in this area
shoul d logically be targeted as a likely supply for

neeting the needs of the Sacranmento market, and we are
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concerned about dim nishing the potential for attracting
this mlKk.

We do know sone organic milk noving into
Sacranento for processing nay well be traveling fromnore
southern | ocations within the northern San Joaquin Vall ey
supply area and, therefore, incurring a higher haul rate
than the conventional m |k which noves to Sacranento.
Organic |l oads also tend to be smaller, which increases the
hundr edwei ght cost of nmoving that m |k as well

At this time we are not concerned about trying to
provi de an incentive high enough to nove organic to our
area and suggest the Departnment renove the hauling costs
associated with organic mlk fromthe northern San Joaquin
Val l ey to Sacranento haul to see if the 39.7 cent per
hundredwei ght is still a valid hauling cost. If it is
representative, we would like to have that information so
this issue can be addressed at the next transportation
al | owance heari ng.

Let me diverge a nonent to nmake a request of the
Department. In the future, please nmake every effort to
have the hauling rate survey available well in advance of
the due date for alternative proposals. This information
is very inportant in analyzing the inpact of hauling rate
changes and is often a necessary conponent of deciding

whet her or not to file an alternative proposal. W
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believe it is of sufficient inportance that in the future
heari ngs be scheduled so as to allow the staff of the
Depart ment adequate tinme to collect, prepare and
dissemnate this critical information. For conplex mlk
novenent issues a relatively mnor delay would be
wort hwhil e in exchange for receiving current data upon
which to fornul ate proposals.

Movi ng back to today's proposals, Dr. Schiek
di scussed in detail the situation that currently exists in
the Bay Area, Sonona-Marin and Sol ano counties and
recommended a solution. Contained in the Dairy
Institute's proposal is the basic tenet that
transportation all owances should not be set so as to
afford one qualifying plant in the receiving area an
advant age over anot her.

Plants located in this, quote, Geater San
Franci sco Bay Area, end quote, are all possible buyers of
mlk fromthe Sonoma-Marin mlk shed, thus requiring
careful analysis in setting transportation allowances that
do not favor one plant over another. W believe the
Department nust give simlar consideration to the
Sacramento deficit area.

We are specifically concerned about the inpact of
DFA's proposal to increase transportation allowances for

mlk nmoving into the Sol ano receiving area. In June, just
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over 6 percent of the mlk Crystal processed cane from
dairies west of Sacramento. These dairies are considered
by CDFA to be located 18 constructive niles from our
pl ant .

A check of MapQuest indicated they were 22 mles
away fromour D Street facility. Also according to
MapQuest, these sane dairies are |located 29 to 32 niles
fromthe fluid plant located in the Sol ano receiving area.
We are concerned that increasing the transportation
al l owance into Solano will at sone point cause this mlk
to move away from Sacranmento instead of toward it.
Currently these producers have a net haul of 24 cents per
hundr edwei ght to cone to Sacranento. That's 33 cents
m nus the 9 cent transportation allowance. They received
15 cents -- they could receive 15 cents per hundredwei ght
to ship to Solano right now, and if DFA' s proposal is
adopted, the transportation all owance woul d i ncrease
another 3 cents to 18 cents per hundredwei ght.

We have a similar issue with mlk located in the
Lodi area. As an exanple, a representative producer from
that area has been deened to be 36 constructive mles from
Sacranmento. MapQuest puts this dairy at 34 mles fromour
D Street plant and 55 miles fromthe Sol ano receiving area
fluid plant. For delivering to Sacranento, this producer

receives a transportation allowance of 9 cents per
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hundr edwei ght, yielding a net haul rate of 24 cents per
hundredwei ght. The current transportation all owance to
Solano in the 45 to 99 mle bracket is 20 cents per
hundr edwei ght; and under the DFA proposal, it wll
i ncrease to 28 cents per hundredwei ght.

Unfortunately the Departnment's hauling rate
survey does not include a haul from San Joaquin to Sol ano.
But the transportation allowance raised -- or with the
transportation allowance raised to 28 cents per
hundr edwei ght, the haul rate could be as nmuch as 52 cents
per hundredwei ght and this Lodi producer would sinply be
anmbi val ent relative to which plant to serve

By conparison, the northern San Joaquin Valley to
Bay Area and Sol ano County rate is reported at being 49.3
cents per hundredwei ght, which probably nmeans it's |ess
costly to nmove m |k out of the Lodi area than from further
south, thus indicating the |likely consequence of DFA's
proposal will an incentive for mlk located in Lodi to
nove to Sol ano instead of into the Sacramento area.

We believe DFA's proposed transportation
al | owance adjustnents are undoubtedly designed to fix
certain problens that exist within their current supply
arrangenents. | amconfident their representatives will
present testinony and evidence which supports their

proposal . The Departnent should then give serious

PETERS SHORTHAND REPORTI NG CORPORATI ON (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

193
consideration to what is presented. Qur concern is over
t he uni ntended consequences of any proposal, including
DFA' s, that adversely inpacts Crystal's ability to acquire
mlk.

We feel the Departnment nust use the detailed
informati on at their disposal to make changes in the
transportation all owance systemthat solve as many
probl enms as possi ble w thout causing new ones. The
i ndustry can and certainly should voice their opinions,
but we do not have access to enough information to nmake
t he best decisions on matters of transportation
al  owances. That responsibility rests with the
Depart ment .

Crystal has generally been confortable in the
past with our ability to attract milk into the Sacramento
deficit area. Certainly transportation allowances have
pl ayed an integral role in providing that confort by
reducing the net hauling rate to favorable levels for
producers who have chosen to supply our plants, and we
want to go on record today in support of maintaining the
overall system of transportation all owances.

Wth the exception of reverting back to
pre-pooling where a plant's ability to attract mlk is
contingent upon their in-plant usage, transportation

al  owances are the best nethod at the nonment for noving
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mlk to higher usage plants. Perhaps the future wll
bring something better and new, but for now we support
nodi fying the current systemto best neet the needs of the
i ndustry.

| do want to nmention that at sone point in the
not too distant future it is very likely the mlk supply
in our traditional m |k procurenent area will no |onger be
sufficient to neet our needs. The close in mlk, so
contentious in past transportation all owance heari ngs,
continues to di sappear.

In recent years we have lost five dairies |ocated
within 15 constructive niles of our plants. And the one
remaining within this circle has his cows for sale or
perhaps sold right now. All of these dairies have gone
out of business due to urban devel opnent. Another four
dairies in the 15 to 20 nmile zone have sold to devel opers
and we expect there will be nore. In the southern
Sacranmento county comrunity of Galt, simlar pressures are
occurring. W have another six dairies in that area who
are or will soon be facing the perils and pl easures of
ur bani zat i on.

Fortunately our renmining dairies have continued
to grow and keep our supply in relative balance with our
needs. We've also been able to purchase supplenental mlk

from cooperatives in the area at reasonable prices. This
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has kept mlk in our plants at conpetitive prices thus
far, but the future is uncertain. As changes occur, we
will watch carefully our ability to procure mlk. If it
seens sufficient mlk is unavail abl e without subsidizing
the hauls, we would anticipate petitioning the Departnent
for adjustnents in transportation all owances and perhaps
inclusion in the transportation credit systemfor bulk
nmovenment s of condensed skim

That concludes ny testinony. | appreciate being
able to express Crystal's views on these inportant
subj ect s.

I do request the opportunity to file a
post - hearing brief.

HEARI NG OFFI CER ESTES: Your request is granted.

Are there panel questions at this tinme?

HEARI NG OFFI CER ESTES: Apparently your testinony
is pretty clear and direct.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: |
have one.

HEARI NG OFFI CER ESTES: Dr. Erba has one.

DAI RY MARKETI NG BRANCH ACTI NG CHI EF ERBA:  Ms.
Hal e, we've had a nunber of participants request changes
to the transportation all owance system and point very
heavily toward the increase to fuel costs.

How is it that your conpany has been able to
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escape these increased fuel costs.

M5. HALE: We have had increases. However,
transportation allowances in our mnd are set based on the
changi ng rel ati onshi p between hauling to our plant and to
ot her opportunities. And because it appears that the rate
for those other opportunities have gone up consistent with
the haul rate to our plant, the actual relationship hasn't
changed.

And therefore there really is no justification
for maki ng a change. W do have in our contracts -- the
producers' contracts for hauling, they do have an
escal ator clause and it has been activated in this past
year, but it hasn't been changed since changed the rates
in May. And those new rates are included, | understand,
in the cost survey that was done.

DAl RY MARKETI NG BRANCH ACTI NG CHI EF ERBA: Ckay.
Thank you.

HEARI NG OFFI CER ESTES: Any additional questions?

Al right. Thank you for your appearance today.

Are there any other witnesses at this tinme?

Seei ng none.

The public hearing -- this public hearing is now
closed. For those of you who have requested the
opportunity to submt a post-hearing brief to the

Department, you may do so. But as we finally determ ned,
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those briefs should be produced to the Department by 4:30
p. m, Monday, August the 16th, for consideration.
So agai n thank you for your appearance today.
And this aspect of the hearing is now cl osed.
(Thereupon the California Departnment of Food
and Agriculture public hearing adjourned

at 1:35 p.m)
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